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FOREWORD 

The purpose of this volume is to present the formal 
statements which were issued by the heads of the federal and 
provincial delegations to the Tax Structure Committee when this 
Committee met in Ottawa on September llith and 15th, 1966%. This 
meeting was the first in a series to consider the policy issues 
involved in the development of new fiscal arrangements between 
the federal government and the provinces for the five-year 
period 1967-72. These statements set forth the views of the 
federal government and of the different provincial governments 
Of) this amportant “subject, 

The Tax Structure Committee is a committee of federal 
and provincial ministers which was given the task of conducting 
"a joint review of the nature and extent of federal and provincial 
taxes in relation to the financial responsibilities which nowa- 
days have to be carried by federal and provincial governments". 
The Tax Structure Committee was established by the Federal- 
Provincial Conference of Prime Ministers and Premiers at Quebec 

City in March/April, 196). The Committee first met in October, 
1964, when it received its terms of reference and agreed upon 
certain studies which should be carried out to assist it in its 
task. The terms of reference are reproduced at the end of this 
Foreword. 

The Committee has since had three meetings. Its second 
meeting took place in July, 1965, when it received a progress 
report on the studies which were being carried out under its 
auspices. It met again in December, 1965, when it received on a 
confidential basis five-year projections of government revenues 
and expenditures which had been prepared on a co-operative basis 
By officials of the federal and “provincial governments. Then, 
with this background material and following a number of meetings 
of officials concerning the technical aspects of questions, the 
Committee undertook its first substantive discussion concerning 
fiscal arrangements at its meeting of September 1h and 15th. 

The Terms of Reference of the Tax Structure Committee 

The Committee is directed by the Federal-Provincial 
Conference to study and to report upon the following 

* It should be noted that no statement from the Province of 
Newfoundland is included. While the Province was represented 
at the meeting, it did not release a formal statement. 
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matters, its report to be submitted to the Conference early 
in 1966: 

ues Trends to be expected during 1967-72 in public 
expenditures by the federal government, the provinces 
and the municipalities, taking into account the broad 
priorities likely to be accorded by governments to 
expenditures on major programmes that will compete for 
available funds; 

The problems involved in financing these expenditures 
and their relationship to the economic circumstances 
to be expected, the probable levels of costs of 
public services and facilities, and the prospective 
levels of government debt; 

The general policy to be followed in respect of shared= 
cost programmes during the period 1967-72; 

The tax fields that should be used exclusively by 
the federal government and by the provinces and 
municipalities, and the fields in which joint 
occupancy is desirable; 

The arrangements to be made in respect of jointly- 
occupied tax fields; 

The relation of equalization grants to the fiscal 
requirements and fiscal capacities of the provinces, 

and the best equalization arrangements for the 
period 1967-72; 

Future intergovernmental liaison on fiscal and 
economic matters; 

Other related matters. 
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Tax Structure Committee 

Fourth Meeting 

Senate Chamber 

Ottawa, September 1-15 

Suggested Agenda 

Economie situation and its relationship to 
federal—provincial fiscal arrangements. 

General principles to apply to federal—provincial 
fiscal arrangements for the period 1967-1972. 

Equalization payments arrangements. 

fax-sharing arrangements. 

Future policy in regard to shared-cost programs. 

Other aspects of fiscal arrangements. 

Time-table. 

Other business. 
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Statement by 

THE HONOURABLE M. W. SHARP 

Minister of Finance 

of the 

Government of Canada 

to the 

Féederal—Provincial Tax Structure Committee 

Ottawa, Canada 

Wednesday, September 1h, 1966 

Introduction 

It has become a Canadian tradition that every five 
years the Federal Government and the provinces meet to work out 
new intergovernmental fiscal arrangements. It is perhaps for- 
tunate as well as fortuitous that this is to be done in the year 
before rather than the year of Canada's centenary celebrations. 
Potente sO nove OnLy because It will be*well "To sir our navurar 
and inevitable differences before we mark the forces that unify 
us, but also because I hope we can start our second hundred years 
with intergovernmental errangements which look more to the future’ 
than to the past. 

It is, however, not fortuitous that we enter these dis-— 
CUssions fer =better prepared than ever before to Tdenvirty and "to 
Clarify the principles of federalism which’ should puide us, “and 
to resolve the technical problems which inevitably will confront 
Merneroie 1s wveceuse Of the crestion or this lax votructure Com 
mittee by the Federal—Provincial Conference of March/April 196h, 
at the suggestion of the Prime Minister of Canada. The Committee 
was established to conduct, in the words of the communique of 
that conference "a joint review of the nature and extent of feder- 
Seen provisicial taxes 1m rel avron to rhe financial responsi bii— 
ities which nowadays have to be carried by federal and provincial 
governments". I recall the Prime Minister having spoken of this 
as no ordinary committee, and of our enquiry as being one which 
would require wisdom and expert knowledge. I hope we shall be 
able to live up to, at least in part, the expectations which have 
developed in respect of our work. 

The Secretary of the Committee will be reporting on the 
preparatory work that has been done, both under his auspices and 
that of our officials in the Continuing Committee on Fiscal and 
Economic matters, and by individual governments as well, to assist 

ne 
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us in our endeavours. But I can say now that for our part the 
Federal Government has already been markedly influenced in its 
thinking by the recently completed reviews both of the history of 
federal—-provincial fiscal relations in Canada and of the outlook 
for the public finances of this country. 

It is my purpose to place before the Committee for con—- 
sideration, the Federal Government's proposals for the fiscal 
arrangements during the next five-year period, and to explain the 
principles upon which they are based. I should like to say first 
of all, however, that I found it preferabie, initially  ateleace, 
not to think in terms of individual proposals, but rather to con— 
sider the whole sweep of federal-provincial relations in an effort 
to find a new and fresh approach to our problems. 

The Objectives of Canadian Federalism 

It is evident to us that the federalism of the future 
must recognize even more than the federalism of the past that 
intergovernmental arrangements must serve the two purposes which 
concerned the Fathers of Confederation. One was to establish a 
federal system which would define the roles of the federal and 
the provincial governments in the management of the public affairs 
of Canada. The other purpose was to provide the means for promot— 
ing the social and cultural development of our two societies, a 
goal which has come to include the cultivation of the enriching 
heritages that have come to us from other lands. In this twofold 
purpose lies the uniqueness both of the spirit of Canadian feder-—- 
alism and of the intergovernmental arrangements which our system 
Colilss Cox, 

It will be equally self-evident, I think, that the 
economic and social developments of our first century have changed 
substantially the roles both of the federal and the provincial 
governments, end the inter-relationship between these roles. The 
Depression, the war and then the years of reconstruction taught 
governments everywhere that they must assume the new and difficult 
task of managing their economies, in the interest both of full 
employment and balanced economic growth, and the Federal Govern-— 
ment assumed the primary responsibility for this role in Canada. 
These years taught us, too, that Canadians everywhere want and 
expect certain basic government services wherever they live, and 
that they expect their federal and provincial governments to find 
the methods by which this can be achieved. 

It was during these years too that the role of the prov- 
inces was similarly enlarged, by the expectations imposed upon 
them by the people of the provinces, by the technological changes 
end urben developments which created new needs, and by the renewed 
realization of provincial potential by provincial politicians. 
So the responsibilities of provincial governments grew both in 
scale and in scope, involving programmes in the fields of health 
and welfare, education, urban development, transportation, and 
resource and economic development. 
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Out of these developments emerged still another and a 
different role for the Federal Government, and new interpretations 
of the role of the provinces. The Federal Government assumed the 
responsibility for ensuring that the poorer provinces should, 
through a system of equalization payments, be put in a position 
to finance their new and heavier responsibilities. The provincial 
governments in turn, exercised both their taxing and spending 
powers in such a way and on such a scale as to increase, in prac-— 
tical terms, both their fiscal powers and their influence over 
the nation's economy. In the process of these changes, many of 
the programmes of the federal and the provincial governments, each 
of them acting within its own constitutional domain, have come to 
overlap, with the consequent need for harmonization of government 
plans and programmes. 

These are the forces the federalism of the future must 
accommodate. We must somehow fashion machinery which will permit 
a strong Federal Government to accomplish the economic and social 
responsibilities which properly belong to it, but without impair-— 
ing the fiscal freedom and responsibility of the provinces. We 
must on the other hand fashion machinery which will strengthen the 
ability of the provinces to provide the greatly expanded and im- 
proved public services which are expected of them, but without at 
the same time hobbling the Federal Government or forcing it to 
have different laws for different parts of Canada — differences 
which might have the effect of obscuring or weakening its proper 
role as a government which governs all Canadians and protects 
equally the interests of all of them. 

We in Canada, in other words, cannot solve the problems 
of twentieth century federalism by subordinating one level of 
government to another. Nor can we do so by adopting a kind of 
compartmental federalism, under which the federal and provincial 
governments would attempt to function in isolation. We must find 
another way. 

Any general appreciation of the objectives of federalism 
in Canada, such as this, must lead to a statement of the guiding 
Meinciplesawiich flows fromeri, 1ieirt wa s4tos be uUsciuliin discus— 
sions such as those we are about to begin. The following, then, 
are the principles by which we believe we should be guided in 
trvine ebO .evelop.a Systemiot shedernsl—provincial «fiscal sarrange= 
ments which will be consistent with the federalism of the future. 

(1) The fiscal arrangements should give both the federal 
and provincial governments access to fiscal resour— 
ces sufficient to discharge their responsibilities 
under the constitution. 

(2) They should provide that each government should be 
accountable to its own electors for its taxing and 
spending decisions and should make these decisions 
with due regard for their effect on other govern- 
ments. 
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(3) The fiscal arrangements should, through a system of 
6équaligation grants, emable teach province “Lo Provide 
an adequate level of public services without resort 
to rates of taxation substantially higher than those 
Of “OTHER, Hrovarice s.. 

(4) They should give to the Federal Government suffi- 
cient Listal power to" dischaerceui vs econcniem anc 
monetary responsibilities, as well as to pay its 
bidlis. Iniparti cular. tae ysioule Ger itie oe 
Federal Government a sufficient part of the income 
tax field’ invall provinces™— | both pereureq ana 
corporate - ‘to enable’ it’ toruse variations am tne 
weight and form of that tax for economic purposes 
and to achieve a reasonable degree of equity in 

the incidence of taxation across Canada. 

(5) They should lead to uniform intergovernmental 
arrangements and the uniform application of federal 
laws in®el ik’ provinees, 

(6) The fiscal arrangements should seek to provide 
machinery for harmonizing the policies and the 
priorities of the Tederal and erovincial cover = 
ments. 

These then are the principles or the objectives which 
have guided us in formulating our approach to the new fiscal 
arrangements. I would like now to say something about the fiscal 
environment in which these principles would operate during the 
next five years, before discussing their application to tne Tour 
main elements of fiscal relations — equalization arrangements, 
the use of shared-cost programmes, tax-sharing, and intergovern— 
mental liaison on fiscal and economic matters. 

The Fiscal Outlook for the Next Five Years 

Since the early 1950's provincial and municipal expendi- 
tures have increased from an amount equal to less than one-half 
of federal expenditures to an amount greater than the total amount 
the Federal Government now spends. The provincial use of major 
tax fields has grown correspondingly. All provinces now receive 
twenty-five per cent of the personal income taxes paid and Quebec 
receives an additional 23 per cent in return for assuming equiva- 
lent additional expenditures under the contracting-out arrange- 
ments. The ten provinces taken together receive almost twenty-— 
fice per cent of corporation income taxes paid in Canada. They 
collect about forty per cent of ail commodity taxes, including 
about the same percentage of general sales taxes, some fifty per 
cent of liquor taxes (or mark-ups), and virtually one hundred per 
cent of gasoline taxes. And the provincial/municipal governments 
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collect virtually all of the property taxes and natural resources 
levies paid in Canada. 

Federal revenues and expenditures are growing too, but 
at a slower rate. Indeed the Federal Government was able in the 
past, because its revenues had been growing more rapidly than its 
expenditures, to facilitate the rise in provincial revenues 
through the progressive reduction or abatement of certain federal 
taxes. 

The outlook for the future according to studies made 
for the Tax Structure Committee indicates a number of trends. 
First, provincial/municipal expenditures will continue to raise 
more rapidly than those of the Federal Government. Secondly, 
provincial and municipal expenditures will also rise more rapidly 
then will their revenues from existing* taxes. ‘Thirdly, federal 
government revenues from existing taxes, on the other hand, are 
expected to grow at a rate more nearly equal to the pace at which 

its expenditures will increase, 

These are the fiscal prospects which we have had to 
Take into “account in the ‘application of our euiding principles, 
In this context, let me turn now to the Federal Government's pro- 
posals. 

A New Equalization Formula 

Equalization arrangements are one of the four central 
features of federal-provincial fiscal relations. They represent 
one of the dividends of Canadian unity, designed as they are to 
enable all Canadians to enjoy an adequate level of provincial 
public services. Where circumstances — whether natural or man- 
made — have channelled a larger than average share of the nation's 
wealth into certain sections of the country, there should be a 
redistribution of that wealth so that all provinces are able to 
provide to their citizens a reasonably comparable level of basic 
services, without resorting to unduly burdensome levels of 
taxation. 

To accomplish this goal and in the spirit of the princi- 
ples I spoke of earlier, we have concluded that we must undertake 
a fundamental reform in our equalization arrangements. We should 
seek in the future to measure the whole revenue or fiscal capacity 
of the provinces — to develop a comprehensive "prosperity index" 
if you will - in place of the) partial measure now in use. Instead 
of selecting certain taxes and equalizing them to the level of the 
top two provinces, we should take into account all of a province's 
revenues and equalize them to the national average. This would 
be a good deal more expensive to the federal treasury but far more 
equitable. Secondly, the arrangements should be sensitive to the 
revenue requirements of the provinces, taken together - that is, 
they should grow as provincial responsibilities increase —- and 

they should be equally responsive to changes in the tax capacity 
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of individuel provinces. Finally, to develop a formula that meets 
these requirements, we must take into account objective factors 
only, recognizing at the same time the need to deal with any 
special problems which may arise in the transition from the pre- 
sent to the new arrangement. 

The formule being proposed is designed to meet all of 
these requirements. It would provide that any province in which 
averege provincial tax rates (not its own tax rates) would yield 
less revenue per cspits than the yield in Canada as a whole would 
be entitled to an equalization payment. The payments would be 
errived at in this way. We would determine what it is the prov- 
inces generally tax — in technical terms the tax base for each 
revenue source — and the average level of the rates or levies 
which the provinces generally impose. Then we would apply this 
average tex level to the tax base in each province —- again the 
incomes or sales or resource production which provinces generally 
tax — to find out whether the per capita yield in that province 
is below the national average. If the total yield of all provin— 
cial revenues, calculated in this way were to yield less than the 
national average in any province the Federal Government would make 
up the difference in equalization payments. 

Let me note the principal characteristics of this for-— 
mula. It takes into account all revenue sources — not an arbit— 
rerily selected few, (as previous formulas have). It is based 
upon the actual tax practices of the provinces taken together and 
equalizes their revenues at average provincial rates. It doeamiat 
call for the setting of sarbitrery "stenderd provincial rates" as 
does the present formula. It will provide automatically for in— 
creases in payments to the eligible provinces as provincial res— 
ponsibilities grow and are reflected in national average provin-— 
cial tax rates. This contrasts with the present formula under 
which the payments increase as tex yields increase, but at fixed 
or predetermined rate. The formule also will adjust sutomatically 
each year — both downwards and upwards — to incresses or decreases 
in the relative prosperity and tex capacity of individual provin— 
ces. 

The proposed formula is estimated to cost the federal 
treasury about $490 million, about $140 million more than the 
present one. These estimates are based upon the hypothetical 
application of the proposed formula to 1966-67 revenues. They 
also take into account transitional arrangements which it was re- 
cognized from the beginning would be required if there were sub- 
stantial reductions in the payments to any province under the new 
formula, as compared with the old. The results, for individual 
provinces, are as follows: 
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The trensitionsel errangements proposed would provide 
that eny province which stood to receive less under the new for—- 
mule then under the old, would have its payments reduced gradually, 
resulting presumebly in the decline in equalization payments being 
lergely offset by increases in other revenues. 

I should say ea word about the Atlantic Province Adjust— 
ment Grants which ere a part of ‘the presents equalization “aerrangze— 
ments. These grents were introduced st e time when the equeliza— 
tion formula did not take into account provinciel revenues other 
then income and estetes taxes and natural resources revenues. The 

grants were fixed — they did not escalate as the other equaliza— 
tion peyments did -— and they were not available to other provinces 
whose whole tex capacity was demonstrably low, notably Quebec. 
In thet province there is s much lerger population Living sin res 
fons where the everage income is less than 80 per cent of the 

nationsl sverage than there is in the four Atlantic Provinces 
combined. The formula we sre proposing overcomes these deficien— 
cies; which -expleins the large incrésases An payments tose .— 

lentic Provinces, send in particular the large incréase Go Giepec. 
These increases improve the position of each of the Atlantic 
Provinces. Should eny of them prefer to keep these grents to— 
gether with the present equalization formula with which they are 
associsted, we would be prepered to give them this option. 

layal. sey a word, finslly, “sbout the tsteoliitya cr 
equalization payments under the proposed) tormala ve ie yewie ey any 
- 9s indeed they ere intended.to very —“as°the tax Cepacity of 
individusel provinces vsries. They would not, however, meet the 
problem of 6 general decline in provincial revenues. sce! go. 
of an economic recession. It séems' to Ws that 2tMis aneppropris 
to try to meet such a general situation by stabilization’ guaran— 
tees available only to the provinces which receive equalization — 
which is the. present ‘situstion. I> will therefore. pe repo tee 
general revenue stabilization plan which will be equally available 
to 911 ten provinces: 

A New Approech to Shared—-Cost Programmes 

I‘turn next to the second mejor: feature of federsi— 
provincial fiscal srrangenents, the use of ‘shared-—cost programmes. 
Most Cenadiens would egree that shared-cost programmes, such as 
hospital insurance and old age and unemployed essistance, have 
contributed greatly toward social advances secross Canade. Most 
Canadiens will expect the federal government to retain some vehicle 
for bringing about new country-wide socisl end economic advances 
in the future. 

At the seme time we must recognize that the continuous 
end cumulative use of shared-cost programmes in fields of juris-— 
diction which are primarily provincial, would result in a greeter 
end greater proportion of provinciel budgets being devoted to 
programmes whose costs are shered by the federal government, lead- 
ing to a continuing influence on provincial decision-making. The 
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result would be to reduce the fiscal responsibility of the prov- 
inces, and to hamper them in establishing their own priorities. 

We must recognize too that the provinces have more and 
more wanted to assume full responsibility for initiating and oper- 
ating their own programmes, and that their ability to do so has 
grown demonstrably since the War. This hag been especially true 
of Quebec whose particular social and cultural goals have been a 
continuing and a dominant influence on its approach to federal- 
provincial relations. A full recognition of these facts and these 
changes must surely lead to the conclusion that what was suitable 
a generation ago may no longer be suitable today. 

It was with this in mind that the Federal Government 
introduced the Established Programmes (Interim Arrangements) Act, 
which enabled the provinces to "contract out" of certain shared- 
cost programmes on an interim basis, pending the development of 
more permanent arrangements. Since only one province chose this 
option, the effect was to produce different federal laws, and 
unequal rates of federal taxes across Canada. 

Taking account of all these considerations, we have de- 
cided to propose an important change in the federal government's 
approach to shared-—cost programmes. We will suggest a number of 
steps under which the cumulative and continuing influence on 
provincial decision-making resulting from past initiatives, in 
fields of jurisdiction which are primarily provincial, will grad— 
ually be brought to an end. This will mean a removal of federal 
conditions in respect of certain well established and continuing 
programmes, and the assumption by the provinces of full responsi- 
bility for them. Where projects with a limited duration are being 
financed, or where important federal responsibilities must be dis- 
charged we would propose to continue to use the shared—cost pro— 
gramme approach though not necessarily always in its present form. 

In discussing the proposed new approach I would differ- 
entiate between social and economic programmes. 

Social Measures. With regard to the first of these 
categories — social measures — it is our view that in respect of 
the three large and continuing programmes which come under prov-—- 
incial jurisdiction, federal conditions should be withdrawn as 
soon as full provincial responsibility for them can be established. 
I refer to hospital insurance, the Canada Assistance Plan, and the 
continuing portion of National Health grants. We are considering 
doing this in two stages. 

First, the Federal Government would invite the provinces 
to take the first step towards greater fiscal independence and 
responsibility by accepting a new form of compensation in respect 
of these programmes, effective January lst, 1967. This compensa— 
tion would be made up of three components: the "transfer" of sev- 
enteen points of the individual income tax to the provinces; the 
associated equalization of these seventeen points up to the nation— 
al average under the general equalization formula; and an adjust— 
ment grant to each province which would bring its total compensa-— 
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tion up to the federal share of the actual costs of the three 
programmes. 

The: tax transfer would take the sform of asreductionsin 
the federal personal income tax and a corresponding increase in 
the provincial tax. Assuming all provinces took this action, the 
increase in provincial revenues would automatically enter into the 
general equalization formula, resulting in an equalization of this 
tax transfer. The third element in the compensation is an adjust— 
ment payment — a programme equalization payment - which would be 
equal to the difference between the federal share of the actual 
year by year cost of each province of the three shared-cost pro-— 
grammes, and the value to that province of the tax transfer and 
associated equalization. 

It will be evident that this arrangement would not achieve 
full provincial responsibility for the social measures, since the 
total compensation to each province would continue to be based upon 
the actual cost of standard programmes. This would make it neces-— 
sary to continue the shared-cost programmes in their present. form, 
in order to determine the programme costs. The second step, there-— 
fore, would be to make the federal compensation wholly independent 
of programme costs, or unconditional. This would be accomplished 
by escalating the adjustment payments, after a given date, on an 
objective basis unrelated to programme costs. After this date the 
provinces' compensation in respect of these three programmes would 
increase quite independently of -— and almost certainly more rapidly 
than — programme costs, on the formula we will propose. I am sug- 
gesting that this second step be taken on April lst, 1970. 

At that time the Federal Government would eliminate the 
conditions the provinces are required to comply with under the 
shared—cost programmes concerned. I have not suggested the im— 
mediate adoption of this unconditional form of compensation be- 
cause I believe the provinces should have a chance to see how 
this system works before making it definitive. This would be par- 
ticularly important if tax changes were to be proposed and adopted 
pursuant to the various royal commission reports, resulting in a 
change in the real value of the tax transfer. I should like to 
draw to your attention that these proposals will have the effect 
not only of increasing provincial fiscal independence and respon—- 
sibility, but also of transferring to the provinces another sub- 
stantial portion of the fastest growing revenue field. 

I am hopeful that the provinces will want to accept the 
additional fiscal freedom this plan provides and assume the fiscal 
responsibility that is theirs. I must point out, however, that 
they are not obliged to do so, since the present hospitalization 
agreements may be changed only by mutual consent or upon five 
years' notice, and the Canada Assistance Plan agreements will not 
expire before 1970. I would hope that the provinces will want to 
take advantage of the long term financial benefits of this plan, to 
secure full freedom of action in the management of these programmes, 
and strengthen the bonds of Confederation by bringing about greater 
uniformity in the application of federal laws and taxes. 
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One of the questions which will properly be .asked about 
these proposed arrangements is what assurance there would be that 
the hospitslization and Canada Assistence programmes would be con-— 
tinued after 1970, and that the benefits would continue to be a 
"portable' as between provinces, or that programme standards would 
be meintained. Once major progremmes like these have been estab-— 
lished no government would discontinue them, becsuse of the needs 
theyefild and) thes public, support, they, command. As, to portability 
and progremme stendsrds, we are proposing a general intergovern— 

mental agreement that would contain three provisions. First, all 
governments would sgree to continue the intergovernmental machin-— 
ery that has been developed for the purpose of reviewing programme 
developments and discussing programme improvements, and to continue 
to participate in these consultations. Secondly, the Federal 
Government would undertake to continue to provide technical assis-— 
tance, to any province thet wants it, for the purpose of maintain— 
ing and improving programme standards. Thirdly, the provinces 
would sgree to maintain uniform residence requirements in respect 
of all health and social security measures where benefits to in-—- 
divicusdis jenditemidies are involved: 

WePrecogni zee Lhate Chemeect soiavhise letier provision 1 al1is 
uneveniy upontthe different provinces: those.provinees in which 
the in-migration of people exceeds out-migration are assuming a 
Netepurden. sin recognition of thiseihectywtherredersls Government 
proposes to offer annual "portability grents" which would be paid 
to any province mainteining the agreed residence rules and in 
which net in-migration is occurring. The grants would be equiva— 
dentetosthe esmount -of net.in-migration for the year multiplied by 
the per capita cost of the programmes in question. 

I have one other proposal to make concerning federal- 
provincial social measures. The arrangements I have described 
apply to the major and established continuing programmes. There 
are in addition to these a number of smaller progremmes, most of 
which form a part of the health grants programme and the Canada 
Assistance Plan, which are made up largely of a series of indivi- 
dusgl projects. These research and demonstration projects, as they 
have come to be. known, ere individual projects in respect of which 
federal support is non-continuing, and which are designed to deter- 
mine the technological soundness or the feasibility or desirability 
of new approsches and new ideas. They are designed to contribute 
knowledge and experience to the whole of Canada, and they do not, 
becausevof their size and their short-term nature, result in any 
significant federal influence over provincial decision-making. 
For these reasons the Federal Government proposes to continue to 

support reasearch and demonstration projects. 

Similarly we will continue to be prepared in the future 
to contribute to capital projects, as and when this action appears 
to have a particular priority, in order to provide temporary ass-— 
istence to the provinces in stimulating developments in particular 
public policy fields. This is something Federal Governments have 
done from time to time during a period of build-up of particular 
SCepitaletacidities;@as fonpexamplesinscapitals grants <for hospital 
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construction, technical and vocational training institutions, and 
more recently health facilities under the Health Resources Fund. 
These contributions are non-continuing, they can be limited to 
areas where there is a federal-—provincial consensus as to need, 
and they do not introduce the undesirable element of continuing 
federal influence over provincial decision-making. 

Economic Measures. Let me turn now to joint federal- 
provincial economic measures. The shared-cost programmes in this 
category cover se wide spectrum. They range from a variety of 
egricultural programmes and the ARDA agreements, to the Trans— 
Cenedea highway and roads to resources, to water conservation pro- 
jects, and to the combating of unemployment through the Municipal 
Winter Works programme and the training of the unemployed. In 
general, it might be said of all of these programmes that they are 
designed to encourage employment and economic development where 
and when they are needed. 

The guiding principle in the Federal Government's ap- 
proach to this category of programme might be stated in this way: 
while the provincial governments undoubtedly have an interest in 
stable end balanced economic growth, and are increasingly embarking 
upon their own programmes for this purpose, and while it is cer— 
tainly true that the provinces have control over their own re— 
sources, the Federal Government must continue to accept an over-— 
riding responsibility for employment, economic stability, and 
economic development in Canada. It follows that it should continue 
to be free to engage in federal-provincial measures as well as its 
own tax, expenditure and credit measures, in order to accomplish 
this general objective. The Federal Government proposes, there— 
fore, to continue to employ shared-cost programmes for economic 
purposes, and to’ offer them on the same basis to all provinces. 

It should not be concluded, however, that all existing 
shared-cost programmes in this field will be continued or that 
they will be continued in their present form. Many of them are 
currently under scrutiny within the Federal Government to determine 
whether they are making ss great a contribution as they might to 
the objective of economic growth or economic stability. I would 
hope that this will be true of all of our econemic measures. It 
is to be expected, therefore, that federal ministers will period— 
ically suggest the revision or discontinuation of existing pro— 
grammes or the initiation of new measures for economic purposes. 
I might note, in this connection, that we plan to discontinue 
three shared-cost programmes at their expiry date: the forestry 
agreements, agriculture lime assistance, and roads to resources. 

Education 

The federal-provincial programmes in the general field 
of education are the subject of particular interst and controversy. 
It is generally recognized that expenditures on education are grow- 
ing more repidly than any others, and that educational programmes 
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are far from being settled in their form or stable in their trend. 
We are conscious of the pressure the provinces are under. At the 
same time provincial govemnments, educational institutions and 
students have been pressing the Federal Government to take further 
action in this field. It is known, of course, that present federal- 
provincial programmes in the field of education, including the 
technical and vocational training agreements and university grants, 
are under review both by the federal and provincial governments. 

I am able to announce that the Federal Government pro- 
poses to increase its financial assistance in respect of post-— 
secondary education. The form that assistance should take, how- 
ever, and its relationship to federal-provincial affairs generally, 
is a matter requiring the most careful and thoughtful consideration. 
That is why the Prime Minister suggested that there should be a 
special conference on this subject. At that time we will present 
the Federal Government's views. 

The Joint Use of Tax’ Fields 

The major element of federal—provincial fiscal relations, 

by far the most important one in the post-war period, is the di- 
VLSiOnN- andeuse of tax fields by the federal and provincial govern— 
ments. What this has come to mean to most of us is periodic 
federal—provincial disputes over what share of personal income tax 
should be federal and what share provincial. We have come to the 
conclusion that it is time to try to recast this whole question of 
tax sharing in broader and more comprehensive terms. I say this 
both because negotiations over tax shares have increasingly tended 
to be divisive rather than unifying forces in Canadian federalism, 
and because this conventional approach to the use of tax fields 
is misleading. 

The reel problem confronting us, if we are to take ser-— 
iously the projections of government revenues and expenditures our 
officials have presented to us, is how the federal, provincial and 
municipal governments — and particularly the provincial and mun- 
icipal governments -— are going to finance their continually rising 
expenditures. This in turn leads to the difficult question as to 
whether the provinces have access to sufficient revenue sources to 
finance these increasing expenditures, for unless they do we would 
be forced to the conclusion that they do not possess that measure 
of fiscal strength which is an essential element of twentieth 
century Canadian federalism. 

An examination of the tax sources now being used by the 
provinces reveals that these governments. do in fact have access to 
revenue fields capable of yielding the required revenues. The real 
question is not whether they have access to such sources but rather 
whether there are practical considerations making it difficult for 
them to use their taxing powers. Under the constitution the prov- 
inces have access to the income tax fields, both personal and 
corporate, just as the Federal Government has. Indeed their use 
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of these fields has risen substantially since the war: from five 
per cent of personal income tax fifteen years ago to twenty-five 
per cent now, and from 1/10th of the corporation income tax to 
about one quarter today. They are now levying taxes on commodities 
at the consumers level, while the Federal Government levies such 

taxes at the manufacturers level. As I have indicated earlier the 
provinces now collect some forty per cent of all commodity taxes 
imposed in Canada, including nearly forty per cent of the general 
sales taxes, some fifty per cent of liquor taxes, and virtually a 

hundred per cent of gasoline tax. The provinces have full access 
as well to the asset tax field; they and their municipalities now 
receive close to a hundred per cent of all the property taxes 
collected, and seventy-five per cent of estate taxes or succession 

duties. The provinces also have access to resource revenues, as 
does the Federal Government; indeed provincial resource revenues 
now represent close to one hundred per cent of the revenues from 
this source. Only the customs duties can,be said to be, exclusive— 
ly collected by the Federal Government. 

The conclusion seems clear: the problem is not lack of 
access to revenue resources, but rather the difficulties the 
provinces face — in company with the Federal Government —- in 
raising tax levels that are already high. 

The conventional approach to this problem, during the 
post-war period has been to argue that the Federal Government 
should reduce its taxes so as to give the provinces more "tax 
room". This is an understandable argument if federal tax yields 
are rising more rapidly than required. But when federal revenues 
are required to meet federal expenditures, or to reduce a deficit 
or create a surplus for economic reasons, then this approach is 
unhelpful and even misleading. For the Federal Government would 
not be: justifiedjan these’: circumstances) ineireducineponeso secs 
taxes simply to make it easier for the provinces to increase the 
same tax. What would be involved would be a reduction in one 
federal tax to enable the corresponding provincial tax to be 
raised and then an increase in some other federal tax to restore 
the necessary budgetary position. The end result of this process 
would be a net increase in this other tax, with the Federal Govern— 
ment having imposed the increase. The provinces would get the 
extra money. Surely a more appropriate course would be for the 
provinces to finance their expenditure increases by increasing the 
taxes they think should be increased, just as the Federal Govern-— 
ment is expected to do in financing its expenditure increases. 

The proposition that the Federal Government should re- 
duce its taxes to ease increases in provincial levies must, in 
circumstances such as those I have described, be based on the 
assumption that Parliament is appropriating money for purposes 
less important than those being served by provincial expenditures. 
That governments should reduce expenditures is a proper subject 
for argument ~ taxpayers make it regularly, and apply it equally 
to federal, provincial and municipal governments. But we cannot 

accept aS a general principle that federal expenditures are less 
important than provincial ones. The principle that does call for 
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recognition is a different one: namely that both Parliament and 
provincial legislatures must accept their finencial responsibil-—- 
ities end that esch should look to its own electors for direction 
es to what money should be raised and how it should be spent. 

This is not to ssy that the Federal Government rejects 
the notion of federal—provincial consultation concerning public 
policy priorities. We must have such consultations and increas-— 
ingly so, in order to ensure a proper concern for the texpayers' 
interests. Consultations involving discussions about the size and 
direction of revenues and expenditures, must be a two-way street. 

What I am suggesting then, is that we must get eway from 
whet is tending to become a9 conventional notion that the Federal 
Government can and should be expected to give greater tax room to 
the provinces, when they find their expenditures rising more rap-— 
ialyathenitheirerevenues. Jhisenas been possible, ignd has been 
Gone j;sin the past decade, but it cannot ‘be accepted as a general 
duty. Our basic duty is the ancient one — to tax no more than we 
need, and to reduce taxes when we can and should. 

The second convention of federal-provincial fiscal rela-— 
tions that must be questioned is thet there is some particular 
share of income tax end estate taxes and succession duties, the 
so-celled "shared texes", which is rightly federel or rightly pro- 
Vincielwe [he fiectwiss ithst. both havesconstitutionslerichts sin 
these fields. 

Whet we must share now is the responsibility for the 
total texes imposed on Canadians, taking into account what each 
other is doing. We must find ways of harmonizing federal and 
provincial tax actions, to ensure that the interests of the tax— 
peyers of Canede sre protected, both in the way and the extent to 
which the several tax fields sre used. This must include the de- 
termination of what taxes tend to have national as opposed to 
proviucialacharacteristics.. slhewceorporstbion ibex ls one of these, 
because corporation profits may be earned elsewhere than in the 
province where the head office is located and profits recorded. lI 
submit too that the Federal Government must have ea predominant 
shere of this tax field by reason of the importance and the pe- 
culiar value of this tax as an instrument of national economic 
policy - as we saw in this year's federal Budget. 

There are also compelling reasons for the federsel govern-— 
mente cOnMmalnt sin, a substantiel position in the personal income 
tex, fields Dhis is; the principal tax, bysewhich equity is achieved 
between the rich and the poor across the nation. This implies 
that a substantial share of this tax should continue to flow to 
Emnesnetions|! government. This tax, too, is one of the central in- 
struments for regulating totel demand in the economy, and Canadian 
governments must not allow total federal income taxes to be abated 
sO much thet they ‘can mo longer be used.ton this purpose.. This 
means thet the Federal Government must maintein a strong position 
in this field, despite the pressures it will continue to face for 
deducing its share in favour of the provinces. We have already 
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made arrangements with Quebec which have enabled that Province to 
bring its tax to levels equalling those of the federal tax. We 
have made proposals here which would enable the other provinces 
gradually to reach the Quebec position. The position that will 
have been attained under those proposals is, we think, a reasonable 
one for the provinces, and leaves the Federal Government with a 
personal income tax adequate to serve the purposes of equity and 

economic policy. 

For these reasons we have concluded that we must look 

elsewhere than to the further and continuous abatement of federal 
income taxes for the solution to provincial fiscal problems. We 
mustilook iristead,.)1 think) to proviticial actess Lose ica] a 
in provincial jurisdiction. For access can be limited by practi-—= 
cal as well as legal obstacles. 

Provincial use of the personal income tax field has been 
impeded and provincial responsibility for the use of this tax has 
been diluted by the designation under federal—provincial tax 
arrangements of a certain provincial income tax rate as being the 
"standard rate". Thus standard rate now 2 per cent has been used 
in determining equalization payments, and in determining the ex- 
tent to which the federal personal income tax would be abated. 
The provinces have been free to impose any rate they chose, but 
they have had to recognize that any rate above the standard rate 
would expose them to the charge of "double taxation". In fact, 
Where provincial rates do exceed the standard rate, the excess has 
been called a "surtax". 

It is a nice question as to whether the Federal Govern- 
ment should by inference or otherwise suggest the rate of provin= 
cial tax it considers to be appropriate. We have concluded that 
it should not. In saying this we recognize, as I have said, that 
each of us should take into account in our fiscal decisions the 
levels of the other's taxes. But this need not and should not 
extend to the point that either of us states or implies the level 
of taxes appropriate for the other. We therefore propose to re- 
commend to Parliament the elimination of reference to "standard 
rates" (of personal income tax) in the Income Tax Act. This would 
be done at the time of any major revisions to this Act pursuant to 
the recommendations of the several Royal Commissions on Taxation. 
I should note that tne equalization formula proposed will similarly 
make no reference to "standard rates", but will use instead actual 
average provincial rates. 

I should emphasize that this action would in no way 
weaken the incentives which exist in present fiscal arrangements 
for uniform tax laws, and should not therefore lead to different 
definitions of income or other differences in our tax laws. Cana- 
dians are justly proud of their accomplishments in achieving uni- 

form income tax laws across the country, and the Federal Government 
will continue to bend every effort of maintain this uniformity. 
For this purpose, tax collection agreements will be offered again 
to the provinces in the period 1967-72, without any charge being 
made for the collection of provincial taxes under them. The one 
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condition will be that the form of the provincial tex laws must 
eccord with the model Act, e requirement of present tex collection 
espreements. 

In all of this I have scarcely mentioned the details of 
our tax structure, or the impending Royal Commission reports which 
may, with the Quebec Royal Commission report, propose extensive 
changes "in it. This is not because LI attach little importance to 
the form end the burden of taxes in Canads, but becsuse I felt the 

first question to occupy our attention should be e new approach to 
Vex tshaning. This, indeed, has always been the sspect of taxation 
most considered at federel-—provincial meetings, and is one upon 
which the Commissions were not asked to make recommendations. 

I regret, as I know some provinciel representatives do, 
thet we were unable to heave before us at his meeting the report of 
the Royal Commission on Texsation, for it would enable us to view 
our problems in the wider perspective which oe broad study of this 
kind makes possible. I hope thet this committee will be meeting 
next'year;to discuss changes in our tex laws erising, out of the 
revisions that will be underteken in the light of the commission's 
Renort. sWo sid the .redersal Government expect tonmeceive, Jand will 
wish to receive, the views of many taxpayers, essociations and 
experts on the conclusions end recommendetions of the commission 
before making up our minds on the many changes that may be desir— 
sble. We will particularly welcome receiving any views from pro- 
vincial governments, whether publicly or in confidence, for we 
mecognize thst they have responsibilitiesvin these fields just: as 
we do. And. we hope that the decisions we and the provinces make 
with» respect to the form of-.our respective tax laws will make it 
possible: boeretain a uniform tax structure. We shall 1 expect ibe 
Dreparinpactadnart bill or bills for preliminary consideration and 
comment by Members of Parliament and others before we prepare the 
measures to place before Parliament for action. We think it would 
be helpful to have a discussion of such proposals in this commit— 
tee next year. Should the committee wish to discuss general is— 
suécs jerising out of this report, end the provineliel reports, at .an 
earlier stage, I would be glad to have a meeting for this purpose 
but, you willvappreciate that 1. will not be in a-position to put 
forward the views of the Federal Government on tax changes until 
we can first express them publicly in Parliament, at least on a 
preliminary basis for public consideration. 

I would hope, in the meantime, that the Tax Structure 
Committee will give serious consideration to the new approach to 
the joint. use of tax fields. which I. have outlined... I believe it 
is the sppraoch best suited to the long-term requirements of the 
provinces and their proper desire for fiscal freedom and responsi- 
Diliiy welineduslly willeaserve to preserve sbne sbility of othe 
Federel Government to act effectively on matters of national im- 
portance. 
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Intergovernmentsl Lisison on Fiscal and Economic Matters 

The fiscal errengements proposed by the Government of 
Caneda combine into a consistent whole. They recognize as a fact 
of Canadian federalism that there are and must be both strong pro- 
vinciel governments and a strong Federal Government. Their purpose 
is a reform in fiscal arrangements under which both levels of gov- 
ernment will hseve, in es balanced a way as possible, the fiscal 
strength they require, end the responsibility that must go with it. 
They provide a system of unconditional and automatic equalization 
payments to give meaning to fiscal freedom in the poorer provinces. 
They provide for the retention and the exercise by the Federal 
Government of those taxing and spending powers that are necessary 
to the proper management of the Canadian economy. 

Given the nature of Canadian federalism, and the fiscal 
system it calls for, it is important to find better ways of har— 
monizing the actions, the priorities and the programmes of the 
federsl end provincial governments. We have for the past three 
years gredually been developing intergovernmental machinery design— 
ed to facilitate more effective intergovernmental consultation on 
fiscel and economic matters. The meetings of ministers in charge 
of particular progremmes have been more frequent and are increas— 
ingly useful. Conferences of Premiers and Prime Ministers have 
been held more frequently, and are operating more effectively as a 
mesns for hsrmonizing both federel-provincial policies and the work 
of the many federal—provincial committees which have come to exist. 
The Committee of Ministers of Finance also is now meeting regularly 
to examine Canada's economic outlook, and to consider the actions 
and policies which seem to be called for. 

It seems to us that greater point and direction would 
be given to these many deliberations if specific measures were 
introduced to facilitate the harmonizing of federsl—provincial 
fiscal policies. The Federal Government proposes, as an important 
first step, a revenue stabilization scheme, which would assure “to 
the provinces the financial underpinning required to enable them to 
hermonize their fiscal policies with those of the Federal Govern— 
ment during a regional or general recession. Under this scheme the 
Federal Government would pay stabilization grants to any province 
whose revenues, at constant tax rates, were to fall by more-than a 
small percentage. 

It must be recognized that the provinces can encounter 
difficulties in attempting to tailor their policies to broad econ- 
omic considerations as well es to provincial needs. Perhaps the 
most obvious example of these difficulties is the problem a prov- 
ince would fece if its revenues were to decline. This would be 
most likely to occur when there is growing unemployment in the 
province or the nation, the very time that taxes should not be 
increased. Yet the province's fiscal position may be such that its 
ministers find it necessary to reise their revenues for the purpose 
of finencing expenditures which increase during a recession. The 
meesure we are proposing should make it unnecessary for the pro- 
vinces to introduce such measures which would counter to the 
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national or regional economic interest. 

In addition to this major proposal, we would like to 
suggest a number of specific measures designed to give greater 
substence to our discussions on economic policy. We in the Federsl 
Government have been making available to the provincial Ministers 
of Finance our snelysis of the economy, and our views as to the 
nature of the economic policies which seem to be called for. I 
heve decided that we should, in eddition, make available to the 
provinces the projections made by the Department of Finance of the 
principel economic aggregates, including federal and provincial/ 
municipal revenues and expenditures. Provincial participation in 
this endeavour would be very helpful, as the co-operative work in 
producing projections of government revenues and expenditures for 
the Tax Structure Committee has demonstrated. Since this job is 
one which my officiels must undertake snyway I am suggesting that 
whet we do should be made avgileble to your officials. I am also 
prepered to have my Department give your officials access to the 
use of the econometric model which the Department of Finance uses 
in respect of its econometric work, including economic forecasts. 
I am sure all of us will agree that our economists, working to- 
gether, will be better able to find new and improved techniques 
for anelysing the economy of Canade and of its severel regions. 

In addition to these more technical measures, we should 
consider how our ministerial meetings might be better used so as 
to direct more systematic attention to the questions of public 
BOlCyeuCLOri cies -and Of ‘economicegrowun sndestebility.. —Friorigies 
ere discussed, at least implicitly, et most meetings of the feder—- 
al and provincial premiers end prime ministers, end of the minis— 
ters of finence end provincial treasurers. But these discussions 
could probably be made more systematic, and held in s rather more 
reguler wey. This committee might wish to meke e suggestion of 
this kind to the Conference of Premiers and Prime Ministers. 

We heve concluded toomcnatitGls time to review the ex— 
tensive federel—provinciel machinery which has been established 
for the purpose of harmonizing our policies and programmes. A 
great many committees have been established for these purposes, 
perticulerly in the last decede, but no systematic review has been 
made of this growing peraphernalia of federel-—provincial relations. 
With this in mind the Federal Government has engaged the Institute 
of Intergovernmentel Relations at Queen's University to do a com— 
prehensive study of the machinery for federal-—provincial consulta- 
tvOnsmineune fields of, fiscal vandsecconomicmpolicy. 

Conclusion 

This completes my outline of the approach the Federal 
Government is proposing for future fiscal srrengements. While we 
still have a grest many detailed problems to resolve, both on fis- 
cel arrengements and tex structure, it is nevertheless possible to 
chart our course to eo new order of fiscel relations in Cenade. We 
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believe the approach the Federal Government has suggested is con-— 
sistent with Canada's needs today, and with the federalism of the 
future, as we see it, involving respect for the Constitution and 
the traditions of our federation, a recognition of provincial 
rights send responsibilities, and equally of the necessity for 
dynamic federel action in matters affecting the whole country. 
It is consistent too with the philosophy this Government has at— 
tempted to develop in its relations with the provinces, involving 
consultation snd cooperation with the provinces, and federal lesd- 

ership on matters effecting the whole of Canada. 
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Introduction 

This meeting of the Tax Structure Committee is an 
appropriate occasion upon which to make some observations about 
impending events which will inevitably have a profound effect 
on the future course of our federal system. In so doing, I 
should like to extend the scope of the discussion beyond the 
boundaries of my own province. When one is heavily preoccupied 
with the responsibilities of provincial government, it is not 
an easy task to stand aside in a detached manner in order to 
view the unfolding panorama of national events. Yet, I believe 
that each one of us must endeavour to do so in order to formulate 
an adequately balanced judgment as to the course best suited to 
the full development of Canadian federalism and the means most 
appropriate to the attainment of that goal. 

We stand today at the commencement of a series of 
meetings, discussions, and federal-provincial conferences which 
may well stamp an indelible imprint on the next century of 
Confederation, In fact, the events which are about to take 
place could result in a virtual reconstruction of Canadian 
Confederation. Confederation has always been a living creature, 
undergoing constant change but, from time to time, this creature 
has received a face-lifting; such is the process upon which we 
are now engaged. The work of the Tax Structure Committee has 
provided us with better equipment for furthering this process 
than at any time in the past. 

The concept of the Tax Structure Committee was first 
advanced at that memorable conference of Premiers and Prime 
Ministers in Quebec City two and a half years ago. This 
Committee was created at a time of crisis and tension in federal- 
provincial relations as a means of putting into perspective the 
complicated and rapidly developing individual aspects of federal- 
provincial financial and economic relationships. All of us, 

ays 
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I believe, welcomed the Tax Structure Committee concept of 
assessing federal-provincial relations in the light of overall 
economic objectives and sound principles of public finance. 
Ontario believes that we cannot afford to ignore the wisdom 
of this approach in the design of the new agreement for 1967-72 
if such an agreement is to be rational and equitable in both an 
economic and administrative sense. 

In its original terms of reference, the Tax Structure 
Committee, among other responsibilities, was charged with 
studying and reporting on: 

"1, Trends to be expected during 1967-72 in 
public expenditure by the federal government, 
the provinces and the municipalities, taking 
into account the broad priorities likely to 
be accorded by governments to expenditures 
on major programmes that will compete for 
available funds; 

2. The problems involved in financing these 
expenditures and their relationship to the 
economic circumstances to be expected, the 
probable levels of costs of public services 
and facilities, and the prospective levels 
of government debt; 

3. The.tax fields that should be used exclusively 
by the federal government and by the provinces 
and municipalities, and the fields in which 
joint occupancy is desirable; and 

4. Future intergovernmental liaison on fiscal 
and economic matters." 

The terms of reference clearly indicate that we agreed 
to consider the whole range of federal-—provincial financial 
arrangements rather than make piecemeal modifications to 
existing arrangements. Such a philosophy of treating all 
federal-provincial arrangements as part of a total package is 
still both valid and desirable. The Ontario Government believes 
that we should now agree upon an immediate readjustment of 
revenue sources that will conform more closely with expenditure 
responsibilities. Such an agreement need not prevent a con- 
tinuing, orderly reconstruction of the total tax structure when 
we have had an opportunity to consider the Report of the Royal 
Commission on Taxation. Implementation of fundamental changes 
in the tax structure may be a long-run process; the need for 
fundamental change in the total tax-sharing package is upon us 
nOWe 

We also maintain that this meeting of the Tax 
Structure Committee should not be diverted from its main purpose 
by undue preoccupation with short-run economic problems. 
Whatever the present economic conditions and appropriate policies, 
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the principal concern of this Committee is to recommend new 
federal—provincial financial arrangements to take effect on 
March 31, 1967. We shall continue to require short-run fiscal 

policy as economic conditions change, whereas a new agreement on 
the sharing of tax resources is concerned with more fundamental, 
long-run requirements. 

Since the recommendations produced by the Tax Structure 
Committee will have a profound influence on Canadian federalism 
and the future of federal-provincial financial arrangements, we 
believe that the public should be given every opportunity of 
knowing exactly what is happening and why. Therefore, it is 
essential that these matters be discussed and aired thoroughly, 
and in full and proper context, before decisions are made. 
Although it is true that many of the technical details involved 
in the various issues are complex, we believe that it is possible 
to represent the issues in a manner that will assist the public 
in deciding on acceptable goals for Canadian federalism today. 

General Principles 

Each premier has an obvious duty and obligation to 
advance the interests of the citizens of his own province; at 
the same time, in developing policies and guiding the decisions 
of his government, he must consider what is best for Canadian 
federalism and all the citizens of this nation. Before spelling 
out explicitly the position of the Ontario Government, I should 
like to set forth some of the principles which underlie Ontario's 
position and our central objective to achieve a system of public 
finance in Canada which allows all governments to meet their 
expenditure responsibilities without detracting from the growth 

potential in the private sector of the economy. 

The first principle is that the revenue requirements 
and priorities of the federal and provincial governments must 
be reconciled and coordinated in a manner which recognizes the 
need for balanced growth of the public and private sectors of 
the economy. This in turn means that total governmental 
expenditures must be contained within the limits of a tolerable 
level of taxation and debt and that the tax structure must 
distribute that burden among different types of economic activity 
according to sound economic principles. It also means that a 
mechanism must be sought through which all governments can reach 
a consensus on economic and social goals and priorities. What 
does this nation, including its federal and provincial govern- 
ments, wish to accomplish in terms of economic and social pro- 
gress and in what order and at what rate? We have had, for the 
past two years, a firm indication from the Economic Council of 
Canada of the type of economic opportunities which lie ahead 
and of the obstacles to the achievement of these goals. The 
matter of priorities is closely related to the question of 
sharing from a given tax package because only by assessing our 
priorities can we assess our relative financial and tax 
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requirements. The Ontario Government believes that the Economic 
Council of Canada can make a valuable contribution to the setting 
of national goals. We also believe that the Tax Structure 
Committee should be maintained as a means of providing for inter- 
governmental cooperation in the area of taxation policy. 

The second principle is that a viable system of 
federal-provincial finance should be based on the allocation of 
limited tax resources in a manner which closely matches the 
expenditure responsibilities of the two levels of government. 
This involves more than a division of existing revenues to 
match existing expenditures. Rather, it means that tax resources 
must be allocated so that, over time, total federal and provincial 
revenues increase proportionately to the anticipated growth of 
expenditures at each level. It also means that existing tax 
resources must be allocated in a way which equalizes relative 
federal and provincial burdens of subsequently raising additional 
tax revenues or borrowing. 

The third principle is that the reorganization of 
federal—provincial financial arrangements must be based on a 
comprehensive treatment of all the main areas or forms of inter- 
governmental finance —- tax sharing, cost sharing and equalization, 
Although each of these areas has its unique features and separate 
objectives, it is apparent that changes in one area cannot be 
finally evaluated until the accompanying changes in the other 
areas are fully known. 

The final principle is that the objectives, principles, 
mechanismsand range of federal-provincial financial arrangements 
should be simplified and rationalized. The tendency in the past 
to treat and patch arrangements in a piecemeal and uncoordinated 
fashion is one of the main factors contributing to the com— 
plexity and profusion of intergovernmental programmes, payments 
and transfers. However, apart from the need to improve the 
administrative flexibility and efficiency of the system, this 
principle also involves the encouragement of a greater degree 
of public awareness and discussion of the financial structure of 
Confederation and its evolution in response to changing conditions 
and requirements. 

Given the overall objectives and guiding principles 
of the reorganization of federal-provincial financial arrange- 
ments, I should like to stress the order in which we believe 
the arrangements should be discussed and dealt with. We believe 
that attention should be given first to the question of tax 
sharing, followed by cost sharing, including higher education 
and medicare, and equalization. This ordering is based on the 
belief that tax sharing is of vital and central importance in 
that it determines the provinces! independent access to tax 
resources. The other types of arrangements may be viewed as 
of secondary importance in that they provide federal funds which 
augment the provinces! basic financial capacity. Tax sharing 
is of central importance, also, because it has important implica- 
tions for the other areas. For example, the greater the provinces’ 
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revenue resources vis-a-vis their expenditures, the less will 

they need supplementary federal aid through cost sharing. 
Similarly, in the sphere of equalization payments, the greater 
the fiscal capacity of the wealthier provinces, the larger is 
the basis upon which transfers to the less-developed provinces 
are determined. In fact, without an adequate arrangement on 
tax sharing, the main reason for the establishment of the Tax 
Structure Committee will have been ignored and the necessary 
redistribution of revenue sources will be denied. 

Tax Sharing 

As already suggested, the Ontario Government strongly 
believes that the basic requirement in the area of federal- 
provincial tax sharing is to secure a division of tax resources 
which closely matches the distribution of expenditure respon- 
sibilities between the two levels of government. In this regard, 
the existing set of arrangements is manifestly defective. The 
nature of the problem is well known. On the one hand, the 
federal government occupies and dominates what are commonly 
called "growth-tax" fields, consisting primarily of the personal 
and corporate income taxes. On the other hand, the provincial 
governments and municipal authorities who, in turn, receive 
substantial financial assistance from the provinces are largely 
responsible for the growth fields of public expenditure such as 
education, health, highways, and water and sewage facilities. 
This resulting imbalance of revenue sources compared with 
expenditure responsibilities has placed a disproportionately 
high burden on the provinces and municipalities in securing 
funds through tax increases and debt financing. 

During the past 12 years, the average annual rate of 
growth in provincial-municipal expenditure responsibilities was 
about 12 per cent, compared to about per cent for the federal 
government. While this tremendous disparity in growth rates was 
accompanied by a gradual return to the provinces of part of the 
personal income tax field, provincial revenues lagged far behind 
provincial expenditure responsibilities. This problem was 
partly resolved by increased assistance by the federal govern- 
ment through cost sharing and by provincial—municipal borrowing 
on a large and growing scale. Provincial-municipal debt charges 
rose from almost $100 million in 1952-53 to almost $00 million 
in 1964-65, or at an average annual rate of over lé per cent. 
In spite of stepped-up federal assistance, the debt burden of 
the provinces and municipalities has accelerated, reaching an 
average annual rate of growth in debt charges of 16.7 per cent 
during the past six years. This compares with only 7.3 per cent 
for the federal government. 

The historical record, therefore, clearly points up the 
imbalance which has developed in the financial position of the 
two levels of government. In spite of an annual amount which 
is now more than one billion dollars in federal assistance through 



38 

cost ‘sharing in provincial areas of jurisdiction, provincial 
and municipal expenditure requirements have grown so rapidly 
that a disproportionate amount of debt financing has been 
necessary in most provinces. Starting from this seriously 
imbalanced provincial position, the provincial and municipal 
governments are faced with a period of continued rapid expansion 
in their expenditures. 

The forecasts made for the Tax Structure Committee 
reveal that provincial and municipal expenditures can be 
expected to continue to increase faster than those of the federal 
government. Moreover, the anticipated growth of provincial and 
municipal expenditures may prove to be conservative in the light 
of price increases and upward revisions of expenditure demands. 
In particular, the provincial and municipal authorities can 
expect to be faced with an increasing need to undertake expen- 
sive types of expenditures, such as urban renewal, commuter 
transportation, regional development, and school, university 
and hospital construction,  (This’*clearly demonstrates the mnced 
to secure a significant reallocation of tax resources between 
the federal and provincial governments. 

This brings us to the question of how tax resources 
should properly be redistributed. In our view, the present 
negotiations must result in new tax-sharing arrangements which 
provide the provinces with a greater share of the personal 
income tax. Since the personal income tax is the most signi- 
ficant growth tax and since it has been amply demonstrated that 
the provinces have the largest and most rapidly growing expendi- 
tures, it is only reasonable that they should have greater 
occupancy of this tax field if subsequent readjustments are to 
be kept to a minimum. Therefore, the Ontario Government believes 
that an immediate additional abatement of the personal income 
tax is the rational approach to the problem of tax sharing. 

A greater share of the personal income tax field for 
the provinces could not, of course, be expected to solve all 
the problems of federal-—provincial finance, nor to remove the 
ultimate necessity of considering the complete range of federal 
endprovincial tax operations. However, an immediate adjust-— 
ment of the personal income tax would have the merit of putting 
the federal and provincial governments on a more nearly equal 
footing with regard to their obligations. We believe that a 
more realistic division of the income tax is fundamental to an 
equalization of relative federal-provincial burdens in raising 
additional tax revenues and resorting to debt financing. 

Furthermore, we do not believe that any arbitrary 
limit such as 50 per cent need be imposed on the provincial 
share to ensure that the federal government remains in a posi- 
tion to finance its own expenditures, undertake effective anti- 
cyclical fiscal action and control the form and structure of 
the income tax. We believe that these responsibilities can 
be effectively discharged with less than 50 per cent of the 
personal income tax. The federal government has other tax 



ag 

sources, of course, in addition to personal income tax from 
which to finance its own expenditure requirements. In our 
opinion, the federal government would still be in a position 
to make any required budgetary adjustments and changes in 
personal income tax rates for normal anti-cyclical and fiscal 
policy purposes. Moreover, we believe that the way to ensure 
effective contra-cyclical policies in Canada is through the 
development of mechanisms for joint federal-provincial fiscal 
action. Finally, if the provinces do not receive a sufficient 
increase in their share of the personal income tax, they may 
be forced to develop their tax fields with little regard to 
the overall form and structure of Canadian taxation, thereby 
diminishing federal influence, 

The Ontario Government believes strongly that a 
continuation of the abatement system is both necessary and 
desirable in present tax-sharing arrangements. We have serious 
doubts about the wisdom of the two levels of government resorting 
to independent taxing operations as a means of meeting their 
respective expenditure requirements. In the first place, unless 
adequate concessions are made initially to the provinces, in- 
dependent taxing may well lead to progressive increases in the 
total level of taxation to the detriment of the growth per- 
formance of the private sector of the economy. In the second 
place, independent taxing poses the threat of intergovernmental 
tax competition and conflict. Such conflict could effectively 
destroy the prospects for fiscal policy coordination and 
federal-—provincial financial planning which this country mani- 
festly needs if we are to prevent a recurrence of serious 
economic problems and if we are to obtain a rate of economic 
growth upon which our whole social advancement depends. We 
require more, rather than less, co-ordination of public expendi- 
ture and a more effective matching of overall taxes to the 
complex of economic conditions affected by them. 

One of the main values of the present system of tax 
sharing is that, under the leadership of the federal government, 
there has evolved a series of rules and procedures which has 
worked to maintain consistency in the taxing operations of the 
eleven governments in Canada. In place of this admittedly 
"uneasy truce", it is conceivable that all semblance of a co- 
ordinated national tax structure could gradually break down as 
the separate tax systems of the federal and provincial govern- 
ments evolve along different lines. The result would be a 
complete frustration of the Tax Structure Committee's objectives. 

In short, Ontario maintains that a significant 
reallocation of the personal income tax field must take place 
regardless of the future form of federal-provincial financing 
arrangements. In this process, the need to contain total govern- 
mental expenditures within the limits of a tolerable burden of 
taxation on private economic activity dictates a natural decline 
in the federal government's share of total governmental revenues. 
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Cost Sharing 

Ontario recognizes the significant and constructive 
role that shared-cost programmes have played in assisting the 
provinces to provide more and better services and in establishing 
uniform minimum standards across the country. There are, 
however, deficiencies in present shared-cost arrangements and 
these should be corrected. As well, the shared-cost form of 
intergovernmental financing has mushroomed into an unwieldly pro- 
liferation of specific programmes. It is our contention that a 
major review and rationalization of the whole area of cost 
sharing is in order. 

In our view, cost-sharing arrangements require revision 
along the following lines: 

(1) The implicit equalization hidden in some shared- 
cost programmes should be evaluated and removed. 
The equalization component in such programmes as 
hospital insurance arises because the present sharing 
formula does not adequately account for inter- 
provincial differences in costs. That is, each 
province receives part or all of its federal assistance 
on the basis of national average costs, while actual 
costs in different provinces vary from well above to 
well below the national average. The result of this 
procedure is a federal overpayment to provinces in 
which costs are relatively low and a penalty to 
provinces in which costs are high. These differences 
are not compensated for in the federal transfers. 
In addition, cost-sharing formulae based on national 
average costs can actually operate as a deterrent to 
the improvement of standards in some provinces. To 
the extent that low costs in such provinces reflect 
inadequate or at least lower standards, these pro- 
vinces would have to pay an increasing proportion of 
higher costs in order to upgrade services. Surely 
these inadequacies in existing shared-cost arrange— 
ments should be corrected, or at least compensated 
for in the final equalization arrangements. Moreover, 
we strongly urge that such implicit equalization be 
avoided in any future cost-sharing programmes such 
as medicare. 

(2) Shared-cost programmes should be re-examined periodi- 
cally to see that they continue to serve the needs 
and purposes for which they were set up. Programmes 
that have become obsolete or that can be handled 
more efficiently in other ways should be discontinued 
rather than carried on indefinitely. 

(3) Programmes should be continued where federal parti- 
cipation is necessary to maintain national standards 
or to ensure common eligibility and portability. 
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(4) New programmes should be introduced only after ex- 
tensive prior federal-provincial consultation and 
agreement and in situations of temporary national 
emergency, such as university capital financing. 

Ontario has never adopted a doctrinaire position on 
cost-sharing, believing that the circumstances of each case must 
be treated in specific practical terms. Nor have we chosen to 
contract out of programmes simply for the sake of assuming 
control over programmes to which we were committed. Clearly, 
any proposal to hand back to the provinces total responsibility 
for mature programmes, in exchange for additional tax capacity 
in order’ to continue these essential programmes, offers no real 
gain to the provinces. ‘Rather, our concern is to be assured 
of adequate financial resources to undertake our responsibilities, 
singly or*jointly. Before accepting any transfer of well 
established shared-cost programmes, Ontario wants to explore 
further the matters of tax sharing and equalization so that we 
can properly evaluate the whole package of financial arrangements 
available to us. 

(1) Higher Education 

University financing is an integral part of the whole 
package of federal-provincial financial arrangements. As such, 
we believe this subject can be most appropriately dealt with 
chrouphy our.dischssionvolrecost sharing’. 

it is abundantly clear that the financing of higher 
education is an urgent national problem at this time. it is 
most regrettable that the conference on this vital matter 
planned for last June had to be postponed. We believe that 
one of the important tasks of this and succeeding federal- 
provincial meetings is to come to agreement on the federal and 
provincial roles in financing higher education and the means 
of providing funds to our universities on a greatly expanded 
scale. 

Merprovision of “capital Dunds Tor Universi cy. con— 
struction is a particularly urgent problem for Ontario. Our 
plans for the expansion of university facilities call for 
extremely heavy commitments in the next three years. Greatly 
expanded federal assistance is required immediately if these 
plans are to be realized and the anticipated enrolment 
accommodated. 

Apart from grants made some years ago through the 
Canada Council, the federal government has not provided 
financial assistance towards the cost of capital construction 
by our universities. The Bladen Report recommended federal 
capital assistance by way of annual grants of $5 per capita. 
Although Ontario welcomes this recognition of the need for 
additional federal financial assistance for university con- 
struction, we do not concur with the Bladen Commission view 
that federal capital assistance be calculated on a population 
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basis and distributed directly to universities. Moreover, we 
believe the level of federal support must be very much higher. 
Under the terms of the Bladen recommendation, Ontario would be 
entitled to approximately $35 million in 1967-68. In the light 
of our anticipated university expansion programme to 1971 of 
well over $1 billion, this amount falls far short of the sums 
we require from the federal government for this purpose. 

We believe the best means to finance the tremendous 
short-run capital requirements of the next few years is to 
establish a new shared-cost programme similar to the technical 
and vocational capital programme. Under the type of programme 
we have in mind, each province would finance the full amount 
of approved costs and recover one half of these costs from the 
federal government. We consider that this method will ensure 
necessary cost control yet provide the opportunity for co- 
ordination of effort and flexibility in planning by provincial 
authorities. This shared-cost proposal may be compared with the 
establishment last year of the Health Resources Fund under which 
the federal government provides one half of the cost of expansion 
of medical and dental teaching facilities. We believe that the 
same arguments of national priority and urgency justify an 
arrangement for sharing the cost of all university capital 
facilities. We do not believe, however, that limitations on 
the amount available to each province —- as were contained in 
the Health Resources Fund formula - should be written into 
any new shared-cost arrangement. The objective surely is to 
meet needs, no matter where in Canada they exist. 

Turning to the matter of operating assistance to 
universities, I should like to make the following points: 

1) Ontario does not agree that federal partici- 
pation in the field of higher education re- 
quires its direct involvement with the 
universities in a system of grants. Direct 
federal grants not only complicate but often 
contradict the long-term arrangements and 
priorities of our Department of University 
Affairs in dealing with our universities. 
In Ontario, we would prefer to distribute 
public funds among our universities on the 
basis of our own assessments and criteria, 
rather than have part of such assistance paid 
directly to our universities on the basis of 
a national formula. 

2) A substantial increase in federal assistance 
for operating purposes will be required in the 
years ahead. Even with the rise in the federal 
grant to $5 per capita in 1966-67, the amounts 
received from Ottawa meet only a small pro- 
portion of university operating costs. Nor, 
in our opinion, will the level of increases 
called for in the Bladen Report be nearly sufficient. 
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3) The method of calculating federal operating 
assistance is totally unsatisfactory. Calcula- 
tion of the total payment to the universities 
of any province on a population basis ignores 
the pertinent fact that university enrolments 
are increasing at a much more rapid rate in 
some provinces. For this reason, Ontario 
contends that any federal support for operating 
costs of universities should be calculated on 
a per student basis. 

Last week, the Chairman of the Economic Council of 
Canada, in an address to the provincial ministers of education, 
stressed the priority of increased government expenditures on 
higher education, particularly for research, The provision of 
research funds has been an area in which the federal government 
has traditionally shown an interest. We agree that the direct 
federal realtionship which has been established with universities 
should be maintained provided a high degree of coordination and 
integration of activities between the two levels of government 
is assured on a continuing basis. Although there has been 
support for scientific research through the National Research 
Council and the Medical Research Council, we believe that it 
has been inadequate. In the case of medical research, the 
planning of expanded facilities and other related service fields 
requires greatly increased financial resources not only to 
enable us to educate and train highly qualified personnel as 
teachers and researchers but also to retain them in the country 
after graduation. At the present time, the funds provided for 
medical research through the Medical Research Council fall far 
short of what is required to achieve these objectives. In 
view of these needs, it is most unfortunate that the federal 
government has decided to reduce projected increases in research 
grants in dealing with short-run economic conditions, 

Financial assistance to university students is another 
area where provincial and federal programmes should be co- 
ordinated and integrated. Ontario welcomes the statement made 
by the Prime Minister of Canada in October, 1965, outlining the 
intention of the federal government to assist students to meet 
the costs of higher education. We regret, however, the apparent 
decision taken last week to delay the introduction of this 
programme. When such federal funds are provided to Ontario 
students, we believe that they should be made available in a 
manner consistent with the principles on which our programmes 
are based. To ensure that this result is attained, the federal 
programme should be fully integrated with the Ontario Student 
Awards Programme, Ontario would be pleased to indicate clearly 
to all recipients the amount of assistance coming from the 
federal government. The combined programme would then be 
administered by the province in a manner similar to that which 
has developed for the Canada Student Loans Plan. Ontario 
believes that such a coordinated approach to student aid is the 
only sensible method of handling this important matter. We 
would welcome an acknowledgement of this principle by the federal 
government. 
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(2) Medicare 

The Ontario Government supports the principle of 
universal public medicare and is in sympathy with the objectives 
of the federal government's medicare bill. 

We welcome the decision of the federal government 
announced last Thursday to postpone the introduction of its 
medicare proposal. An effective date of July lst, 1968 will 
have a number of beneficial effects on the quality of the 
medicare schemes which will be introduced in the provinces and 
will ease the difficulties involved in their introduction. In 
addition, we believe that, if increased assistance to higher 
education is offered by the federal government this year, the 
proper priority between assistance to higher education and the 
introduction of a universal public medicare scheme will have 
been recognized. We already have medicare universally available 
in Ontario through OMSIP and various private insurance schemes, 
but we do not have sufficient facilities and personnel to 
accommodate and teach the students who are already in their 
final years of high school.  While*OQntariovbeliéves firm yein 
the desirability of universal medicare schemes for Canadians, 
we are convinced that, in the immediate future, expenditures 

on higher education deserve the greatest priority. 

The Ontario Government believes that the question of 
medicare should be treated in the broad context of federal- 
provincial financial arrangements. Furthermore, since the 
federal government has announced a medicare "offer", which is 
in the nature of a cost-sharing proposition, we maintain that 
it should be discussed in the light of the general principles 
which we would like to see followed for cost-sharing proposals. 
In particular, we feel strongly that the federal medicare 
proposal should be amended to remove the implicit equalization 
contained in it. The current proposal to’ pay eacheprovaiice 
only half the national average per capita cost of participating 
provinces undercompensates those provinces with high costs. 
We believe that the federal government's assistance should be 
based on half the actual cost incurred by each province. 

We are confident that, if agreement can be reached 
on anacceptable package of federal-provincial financial arrange- 
ments and on a formula for sharing the cost of medicare, a way 
can be found for Ontario to participate in a universal scheme, 
We can arrive at this goal in much the same manner as we did 
when the hospital services insurance scheme was introduced a 
decade ago, and thereby achieve a more satisfactory long-run 
arrangement. 
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Equalization 

The Ontario Government supports the principle of 
equalization as a basis for developing the Canadian nation. 
Through equalization payments, Canadians in every province 
have been able to enjoy at least a minimum level of welfare 
and public services. As a large, resources-rich province, 
Ontario has for many years been the paymaster for much of these 
federal transfers to the poorer provinces. We accept this 
situation but would caution against carrying equalization so 
far that the growth and development of the wealthier provinces 
is retarded. Excessive inter-regional transfers will inevitably 
have detrimental effects on Canada's competitive position in 
the world economy. 

We agree that the current federal equalization proposal 
is a major improvement in principle over the present formula 
because all provincial revenue sources are included and equali- 
zation is to the national average. In addition, the proposed 
formula has the merit of incorporating the Atlantic Provinces 
Adjustment Grants. These changes remove some of the weaknesses 
and arbitrary features of the old formula. However, we feel 
that the new formula still is deficient in that it does not 
reflect interprovincial differentials in the cost of providing 
services, To equalize the fiscal capacities of provinces to 
the national average may over-subsidize provinces which have 
lower costs than the national average. The equalization 
proposal is also incomplete in that there is implied equalization 
in some shared-cost formulae. As we have suggested, we feel 
that this implicit equalization should be eliminated from cost- 
sharing arrangements. Failing that, the formal equalization 
payment should be adjusted to take into account the equalization 
hidden in shared-cost formulae. We are convinced that there 
should be a single lump sum payment which includes all forms of 
equalization, As a paying province we want to know explicitly 
what the equalization bill amounts to. 

We also believe that the proposed formula can be 
further strengthened by a simple modification in the weighting 
of natural resource revenues. Rather than weighting all natural 
resource revenues at 100 per cent, as in the proposed formula, 
we suggest a weight of 50 per cent for revenues accruing from 
non-renewable natural resources such as metallic and non- 
metallic minerals, oil and gas reserves, and the products of 
quarries. In areal sense, these resources are once for all 
revenue resources; once extracted or used, they yield no 
further revenues to a province. Royalties, bonus bids and other 
such once for all revenues have a good deal more in common with 
a receipt from the sale of a capital asset than with a current 
revenue from the permanent tax base. On the other hand, some 
provinces now enjoy large revenues from such non-renewable 
resource fields and are inclined to regard such revenues as 
part of their total revenue picture. Accordingly, we suggest 
a 50-50 weighting for such revenue, thus taking into account 
their importance as a source of revenue, while recognizing at 
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the same time their terminating nature. 

Finally, it must be emphasized again that Ontario 
regards the renegotiation of tax sharing to be of basic 
importance to a viable reconstruction of federal-provincial 
relations. Secause of this, it would be unwilling to consent 
to any final settlement on interprovincial equalization until 
our position in tax sharing has been satisfactorily determined. 

Conclusion 

Since government is divided in a federal state, there 
must be provision for properly coordinated policy formulation 
along with properly distributed financial capacity. There is 
ample evidence to support the contention that the provinces 
are now major sources of economic power. Between them, the 
provinces and municipalities now constitute nearly 55 per cent 
of overall government expenditure in Canada and over 80 per cent 
of capital investment expenditures by all levels of government. 
Much of the apparent criticism of this situation would appear 
to be based on a wish that Canada were a unitary state rather 
than a recognition of the fact that we are a federation. We 
do have eleven governments and we have jurisdiction in the 
provinces which, at this time, compels us to undertake heavy 
responsibilities requiring a large share of the public purse. 

In this situation, we must work out some system 
whereby our national interest will be met. Since we have a 
federal system, this means that the national interest includes, 
perforce, »proper provisionsfor provincial needs. twee! have only 
one set of problems, but several levels of government. Our 
governments should be regarded not as competitive but as 
complementary, not as opponents at the bargaining table but 
as partners in progress. Therefore, we should not be engaged 
in a process of competition between governments for tax sources; 
rather, we should be seeking a tax system which best suits the 
present requirements of our federation. In devising a re- 
allocation of financial resources to correspond to national 
requirements as presently constituted within the federal system, 
our objective must be to equip governments with the financial 
capacity to carry out their constitutional responsibilities. 

We maintain that reconstruction of our fiscal system, 
appropriete to the overall needs of Canadian federalism in 
1966, will not be achieved in a spirit of Ottawa versus the 
provinces; rather, we must agree to work together towards our 
common objective. We have one great advantage, at least, 
over the Fathers of Confederation: we are endowed with 100 years 
of history and practice in the working of Canadian federalism, 
Let us draw on that experience to produce new arrangements 
which will cement our unity, ensure our development, fortify 
our independence, and give our people the standard of living 
and quality of life which they are manifestly entitled to expect. 
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The representatives of the new Government of Québec 
welcome the opportunity afforded by this conference to make 
contact with the delegates from the other governments in Canada. 

So significant are the questions before us that we 
feel a high level of frankness and realism is called for; the 

Québec delegation will accordingly approach the proposed agenda 
in precisely that spirit. Decisions reached as a result of this 
and ensuing conferences will do more than merely determine 
federal-provincial fiscal arrangements for the 1967-1972 period: 
for Québec, the discussions now beginning will provide an indica- 
Gion of how its essential aspirations and socio-cultural 
characteristics are understood and accepted by the rest of the 
country. 

Québec's Aims 

We would like, at the outset, to dwell as briefly and 
clearly as possible on certain ideas which we feel duty-bound 
to outline because we consider them fundamental, For, in order 
to get a clear understanding of Québec's positions at this 
conference, it is necessary to have full knowledge of the out-— 
look of the citizens’ represented* here’ by ourtdelerationy This 
outlook is not new; several generations of our forebearers held 
similar views. 

We believe that there is in Canada, in a sociological 
sense, a nation of French speech, whose home is in Québec. This 
nation has every intention of continuing its self-assertion by 
obtaining, with due respect for order and’ justice, all the 
instruments required for its development, 
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Specifically, what does Québec want? As the mainstey 
of a nation, it wants free rein to make its own decisions 
affecting the growth of its citizens as human beings (i.e., 
education, social security and health in all respects), their 
economic development, ,(4.e., the forging of any economic 
and financial tool deemed necessary), their cultural fulfilment 
(which takes in not only arts and literature, but. the French 
language as well), and the presence abroad of the Québec 
community (i.e., relations with certain countries and inter— 
national organizations). 

To this end, the new Québec Government is committed to 
the fundamental task of obtaining legal and political recogni- 
tion of the French-Canadian nation; among other things, this 
will require a new constitution to guarantee equal collective 
rights in our country to English-speaking and French-speaking 
Canadians, as well as to give Québec all the powers needed to 

safeguard its own’ identity. Obviously, this is not a matter for 
decision by the Tax Structure Committee; still, the questions 
within the Committee's terms of reference have such broad 
implications that we felt it advisable to draw everyone's 
attention to the over-all problem which confronts us and which 
we firmly intend to solve. In fact, while revenue sharing 
between governments is to some extent separate from the socio-— 
cultural problem arising out of the French-Canadian nation's 
presence and determination to assert itself, the two cannot be 
kept in different compartments. 

Joint Programmes 

In our view, this brief statement of Québec's aims puts 
the problem of joint programmes in its true perspective. In the 
long run, despite the immediate financial benefits which some 
may offer initially, these programmes impede the free growth of 
our people by imposing on them priorities likely to upset those 
they would otherwise adopt, in addition to reducing their 
effective budget autonomy. For a province, shared—-cost 
programmes can.be regarded as financial aid with more or less 
annoying conditions attached... For a nation like ours, their 
effect is to freeze its sources of taxation and take away full 
control over areas of activity which are’ rightfullyvats own. 
Joint programmes therefore are generally incompatible with the 
basic aims pursued by the French-Canadian nation. 

For that reason, when the current transition period 
ends, Québec does not plan to renew joint programmes from which 
it has opted out. On the contrary, its contracting-out will 
be made final after agreement has been reached on a fiscal com- 
pensation based on a fair estimate of present and future costs. 
Québec, however, is still ready to take part in any federal- 
provincial conferences called to discuss matters pertaining to 
these programmes after the transition period has ended. 
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Furthermore, Québec will not enter any new shared-cost 
plans in fields of exclusive provincial jurisdiction. Instead, 
it will insist on receiving unconditional compensation with which 
to provide Québec's population with services fitted to their 
own needs, the terms of such compensation being worked out 
according to the nature and duration of-programmes involved. 

Our position on joint programmes in which Québec still 
participates will be determined in the light of the principles 
sem dorth here’. 

Let this point be understood once and for ali:' Tor 
social and cultural reasons, Québec absolutely insists on full 
respect) for, its fields.of jurisdiction under the iconstitution; 
federal interference in these fields, direct or indirect, will 
not be tolerated. 

We would like here to causion the federal zovernment 
against one seeming solution: it may be tempted, because of 
Québec's objections to joint programmes generally, to abandon 
with compensation shared-cost programmes from which Québec has 
already opted out, but which have been continued in the other 
provinces. Such a course would force those provinces, reluctant 
though they might be for reasons which we understand and accept, 
LO .edopura ‘system which, iam the final ‘analysis ,was désiened to 
solve a problem unique to Québec. 

This roundabout way of coping with a situation caused 
by attitudes peculiar to Québec and based on grounds not 
necessarily found in the other provinces would, we are convinced, 
lead inevitably to widespread misunderstanding. At best, it 
would. give the federal government a fleeting impression of 
leadership, while running the risk of pteasing neither Québec 
nor the other provinces. It would surely bring about new 
difficulties later, as a result of failure to understand: that 
Canada is not made up of ten indentical territories known as 
provinces, but of ten separate entities, none really like any 
other, including one — Québec —- which is the heartland of a 
mMagron., TO ;US, these are basic truths,  Weceptance of them, rar 
from implying automatic disintegration of the country, would 
prove to Québecers that they can be part of Canada without 
being forced into a common mould, thereby risking loss of the 
cultural distincetions which make’ their lives meaningful. 

Re-Arrangement of Revenues and Functions 

The Québec Government firmly believes that Canada's 

stability depends on Québec's being able to attain its basic 
aims. From the outset. therefore, it is imperative that every 

field of jurisdiction given to the provinces by the present 
constitution be fully respected. For that reason and in provi- 
sion for the new constitution, it is also vital to proceed 
without delay with a re-arrangement of revenues and functions 
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between the Governments of Canada and of Quebec. By this 

process, the Québec Government would gradually become solely 
responsible within its territory for all public expenditures 
on every form of education, old age security, family allowances, 
health, employment and training of the labour force, regional 
development and, in particular, municipal aid programmes, 
research, fine arts, culture, as well as any other social or 
cultural service within our jurisdiction under the present con— 
stitution. Existing federal programmes in these fields would 
be taken over by Québec, which would maintain their portability 
where applicable. 

All this leads logically to a new division of revenues. 
In our view, the new sharing formula should have two features: 
first, as a corrective to the present situation, it should pro- 
vide for a net transfer to Québec and the other provinces of 
revenues now held by the federal government, in order to bridge 
the gap — brought to light by the work of the Continuing 
Committee on Economic and Fiscal Matters -— between the provinces' 
current revenues and the cost of their present responsibilities; 
second, it should provide adequate compensation to Québec for 
the new obligations which it is to assume. 

The best possible way of redistributing revenues 
between Québec and the federal government would be, in our 
opinion, to set aside for Québec's use 100% of the tax sources 
to which it is entitled under the constitution: personal and 
corporate income tax, as well as succession duties. According 
to our calculations, the revenue which the federal treasury 
would collect from these three sources in Québec for 1971-72 

comes close to the amount which Québec should receive for that 
year from the net transfer, of revenue) requirediito, closesthe gap 
between its present responsibilities and current income sources, 
fiscal compensation for new obligations assumed, and equaliza-— 
tion measures. 

Here is how this amount is broken down in our calcula- 

tions: 

(a) Net Transfer of Revenue 

The Tax Structure Committee was set up nearly two 
years ago; since then, we have been able to accumulate more data 
than at any time in history on the revenues and expenditures 
forecast in all sectors and for every government in Canada over 
a five-year period. These statistics, scientifically compiled 
according to computing methods accepted by all concerned provide 
everyone here with a working instrument which we feel should be 
put to maximum use. 

There is no arguing with the figures: they prove con- 
clusively — Québec strongly insists on this point — that it is 
necessary and urgent, even under present circumstances, to 
transfer to the provinces substantial revenues currently held 
by the federal government. 



a2 

Indeed, the computations made during the last year 
end a half lead to two objective and inescapable conclusions: 

1. in the mere discharge of their present obligations, 
the provinces will inevitably be faced, during the 
1967-72 period, with expenditures far exceeding their 
revenues; 

ec. the gap between revenues and responsibilities, measured 
by the same yardstick, will be much wider for the 
provinces than for the Government of Canada. 

In other words, projections show that, if nothing is 
done to correct the imbalance between their revenues and obliga- 
tions, the provinces, unlike the federal government, are 
heading into a tight corner from which there is no escape; their 
capacity as responsible administrations is sure to be compromised, 
because no government with insufficient financial and fiscal 
resources can do the job expected of it. For several years, 
provinces, labour movements, businessmen's associations and 
independent observers have suspected that such was the situation; 
not until today has the proof been made with such clarity. Now 
we have exact data prepared not by the federal or Québec authori- 
ties alone, but by experts representing every government in the 
country on the federal-—provincial Continuing Committee on 
Economic and Fiscal Matters. 

Two courses are open to us: we can accept these data 
and guide ourselves accordingly in working out future fiscal 
arrangements. In that case, the policy to be followed is clear: 
as we have said, it will be necessary for the federal government 
to make a net transfer of revenues to the provinces. 

Or, we can disregard the results of more than eighteen 
months! work. This would be tantamount to admitting that all 
financial and fiscal relations between governments in Canada 
are governed solely by political expediency. We would then 
give up all objective discussion on the rights and needs of each 
side and resort to survival of the fittest, to compromises 
unlikely to satisfy anybody because no one can understand their 

foe C. 

We in Québec accept these data because we feel that 
they constitute reliable guidelines for those who have been 
charged with preparing tax arrangements for the 1967-72 period. 
We firmly believe that there must be a net transfer of revenues, 
substantial enough to correct inequalities which still persist 
despite gradual improvement resulting from negotiations and 
tax arrangements of the last twenty years. 

Here is how Québec sees the transfer in its own case. 
For 1967-68: 25 additional points on succession duties, plus 
the remaining points on corporate income tax paid by natural 
resources development companies, excepting those points which 
are earmarked for old age security. The next four years: 
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3 additional points a year on corporate income tax levied against 
the other companies. Thus, including the total of such’ taxes 
now paid to Québec, our share at the end of the period in 
1971-72 will be 100% of basic corporate income tax paid by 
natural resources development companies, and 2h points on the 

other companies! income tax, that is, roughly 46% of proceeds 
from this source. 

(bo) Tax Compensation for New Functions 

In view of the new functions which Québec is to assume 

as a result of the re-arrangement mentioned earlier, we can 
already forecast additional expenditures of about $725 million 
for 1971-72, including certain amounts now subject to a money 
transfer.(1) We propose that equivalent compensation be made 
from personal income tax revenues to a maximum of 53 points - 
Québec already has l\7. The fraction of the $725 million not 

covered by these 53 points would come from corporate income tax, 
an estimated 6 points. (2) In other words, as Québec would 
take over programmes now administered by the federal government, 
it would receive corresponding fiscal compensation which, between 
now and 1971-72, would gradually raise its share of personal 
income tax. If we add to this the amount proceeding from the 
net transfer of revenues mentioned in the proceding section, 
Québec's ,total share would then be 100% of personal income tax, 
100% of succession duties, 100% of corporate income taxes paid by 
natural resources development companies, and 30 points out of 52, 

that is at least 58%, on corporate income taxes levied against 
the other companies. (3) 

(c) Equalization 

We estimate that the 22 points (or 2%) on corporate 
income tax which will remain payable to the federal government 
in 1971-72 will approximately equal the amount that Québec will 
then receive in equalization payments. During the present 
discussions, however, Québec does not intend to ask that monies 
so received be replaced by equivalent points on corporate income 
tax. In view of the present division of responsibilities between 

(1) The tax compensation for the joint programmes from which 
Québec has already opted out obviously cannot be set in final 
terms before the end of the transition period. Any possible 
difference between the present and the final compensation is not 
taken into account in this document. 

(2) The value of tax points used in this text is taken from the 
Tax Structure Committee projections. 

(3) Including 01d age sucurity taxes. 
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Québec and the federal government, we can readily foresee that 
the proposed re-arrangement will entail some administrative 
agifficulties and require some adjustments. So, for the time 
being, we prefer to keep equalization payments as they are so 

as to leave some flexibility in discussions and arrangements of 
an administrative and financial nature which will have to be 
worked out during the 1967-72 period. 

As to the formula which must be used in the meantime 
to fix equalization payments, we believe that it should be as 
objective as possible and take into account the real fiscal 
capacity of the provinces. In this respect, we believe that 
the formula proposed at the last meeting of the Continuing 
Committee on Hconomic and Fiscal Matters is a definite improve- 
ment over previous formulas. In fact, it could be used even in 
connection with the re-arrangement of functions and revenues 
requested by Quebec. This could be done by disregarding, for 
equalization purposes, the additional tax compensation granted 
to Québec for new obligations to be assumed between now and 
Mypiste. 

(d) Alternative Formulas 

As we have just said, Québec is aware that its claims 
may give rise to all sorts of problems; none, however, would be 
insoluble. As regards succession duties, for instance, we are 
prepared to enter an agreement with federal authorities, giving 
them access to any information required to expose tax fraud. 
As to income tax, Québec is also willing to study with federal 
authorities the steps to be taken to ensure implementation of 
relevant international agreements and, as we will mention in a 
moment, close co-ordination of fiscal policies. In any case, 
the propeged changes will likely be made over a number of years 
so that it will be possible to tackle problems one by one as 
they arise. 

Québec does not want to close the door in advance on 

any federal proposal comparable to the one we are making here. 
We do believe however that the over-all arrangement we 
advocate has a great advantage: it will minimise friction 
between governments, respect the spirit and the letter of 
Canada's constitution, and pave the way for a new constitution. 

Intergovernmental Co-operation 

Though it wants to assert itself to the fullest 
possible extent, Québec is aware that its progress is closely 
related to continued harmony in relatioris between English- and 
French-speaking Cenadians as well as in social and economic 
policies introduced by all our governments. 

In this connection, Québec realizes the importance 
taken on in recent years by provincial public investments, 
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borrowings and other related activities. As everybody knows, 
the provinces already levy a large share of taxes and, through 
legislation and regulations, they affect the scales and level of 
wages. Furthermore, it is obvious that if the eleven governments 
go on the market without co-ordinating their policies, they 
are likely to create for themselves less favourable borrowing 
Cond? L1ond . 

All this indicates how imperative it is for governments 
to consult each other on economic and financial policies. This 
question falls within the Tax Structure Committee's terms of 
reference and, in all likelihood, will be given closer scrutiny 
next year. Québec will then have concrete proposals to make. 
While. it. is.certain, that,. tOo,ludi li si ts sspiraglonge ube st bone 
Canadian nation must have the rights and powers defined earlier, 
it is equally certain that Canada cannot operate as a modern, 
efficient economic entity without creating co-ordinating 
facilities far more refined than those used until now. 
Specifically, public investment policies, domestic or foreign 
borrowing policies, monetary and trade policies as. well as 
fiscal policies must be reconciled by means and methods whose 
lack has been a source of incoherence or inefficiency furing the 
past few years. On some of these matters as on many others, the 
Constitution of 1867 remains silent. This also could be remedied 

by a@ new one. 

We must finally remember that federal-provincial rela- 
tions are growing increasingly complex with the years and that 
conferences at all levels are becoming more and more frequent. 
For example, it has been estimated that there are now over 150 

federal-—provincial groups or committees which meet regularly. 
Obviously, such a situation requires some system for co-ordi- 
nating activities and providing general guidance. Several 
provinces have already set up the necessary machinery to 
co-ordinate their own relations with the federal government. We 
must now go one step further and establish intergovernmental ¢o- 
ordinating mechanisms. Here again, Québec will have recommenda-— 
tions to make. 

Conclusion 

The existence and progress of any federation can never 
be secured for all time. Created by an act, of man's reason, 
rather than by the interaction of natural tendencies of com-— 
munities, a federal system can endure only through constant 
adaptation to shifting conditions. Above all, it requires from 
tnose guiding its destiny the foresight and courage needed to 
make the necessary adjustments in time. 

Having reached what it considers a turning point in its 
history, Québec expects some specific things from the present 
constitutional system. First, it wants proof that the division 
of powers written in the constitution is not mere window-dressing 
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and that, accordingly, it can count on the fiscal and financial 
resources it requires in order to discharge its obligations 
properly. Hence, with due allowance for the taxpayer's ability 
to pay, Québec wants a net increase in resources which will 
enable it to embark on the next five-year period without being 
handicapped from the outset, as compared with the federal govern- 
ment, by an inadequate distribution of revenues and respon- 
sibilities. 

Québec also wants assurance that it can exercises, fully 
and without interference from any quarter, ail its powers under 
the present con titution. It wants the Government of Canada to 
withdraw from fields which are not federal or in which the 
provinces have priority. And this is not so much a judgment of 
the past as a resolute step into the future. 

Finally Québec insists, thus reflecting — as any 
democratic government must —- the obvious will of the vast 
majority of its citizens, that the present constitution be 
Peplaced as early as possible by one which will fully recognize 
the presence in Canada of a French-speaking nation, with all the 

rieots implied by nationhood. 

Québec's expectations are not aimed at destroying 
Canada. On the contrary, if met in time, they will ensure our 
country much better stability than it has now. English- and 
French-speaking Canadians will then be able to live in greater 
harmony. Closer co-operation between governments will become 
possible in those areas where, owing to the demands of inter- 
dependence, it is really needed; without hesitation or con- 
Flicting loyalties, every Canadian will be able to give 
allegiance to the two orders of government, each responsible 
within its own sphere for the common good. 

As of September 1966, that is Québec's attitude to 
Canadian Confederation; in short, it is a waiting attitude. It 
is up to this gathering -— particularly the federal government's 
representatives — to decide whether waiting is worthwhile. 
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Statement by 

THE HONOURABLE G. I. SMITH 

Minister of Finance and Economics 

of the 

Province of Nova Scotia 

to the 

Federal-Provincial Tax Structure Committee 

Ottawa, Canada 

Wednesday, September 1h, 1966 

Opening 

In view of the public statements we have seen and 

heard since our last meeting and of what has been said in the 
Continuing Committee on Fiscal and Economic Matters, I should 
like to begin with some comments about the situation in which 
the Committee finds itself. 

Perhaps it would be worthwhile to think briefly of the 
background. 

This Committee was established and given its Terms of 
Reference by a Federal-Provincial Conference, representing at 
the highest level the Governments of Canada and of the ten 
Provinces. Its appointment was preceded by a series of vigorous 
discussions at Federal-Provincial Conferences in which strongly 
conflicting views were put forward and seemed likely to continue 
indefinitely. One important subject of conflict was the feeling 
of the provinces that there was a tendency on the part of the 
Federal Government to make and announce unilaterally decisions 
of major importance to the provinces. 

It.is of particular relevance to this Committee to 
note that an examination of the records relating to Federal- 
Provincial fiscal arrangements, and of the personal recollections 
of many participants in relevant discussions and proceedings, 
indicates that in the past the tendency has been for the Federal 
Government to fix a sum which it was thought it could afford to 
pay for equalization, and then to work out a formula for distrib- 
uting that sum. 

The Prime Minister of Canada, in an endeavour to reach 
a solution to the longstanding and disruptive problem of fiscal 
relations between the Federal Government and the provinces and 
to provide ample opportunity for study and discussion, proposed 
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that this Committee be established to study it in depth and 
recommend to the Conference the best way to deal with it. His 
proposal was accepted by the Conference. The Committee was 
appointed and its Terms of Reference were in due course agreed 
upon by the Conference. No other authority has the right to 
alter these Terms of Reference. They have not been altered. 

The Prime Minister in suggesting the appointment of 
this Committee said at the Federal-Provincial Conference of 
April 196: 

"We would insist that this tax structure committee, 
as we might call it, would have to be an active 
committee. It must produce an interim report 
to be delivered to us, at the Premiers' conference, 
before the end of the year. It should be further 
instructed to review this interim report in the 
light of our comments and of the reports of the 
various Royal Commissions and other enquiries 
into taxation which are under way at present. 
By a reasonably early date next year - within, 
I would hope, about 10 months from now - we would 
expect a definitive report. 

I think that in such a period we could carry 
out, if we gave the matter sufficient priority, 
an enquiry that would be comprehensive in 
character and could be vitally important in its 
comprehensive results. 

This would be no ordinary committee. The 
enquiry will require wisdom and expert knowledge. 
It will also require devotion to the ideal of 
a strong federal government and strong provincial 
governments, working together for the realization 
of a prosperous and united Confederation. I 
suggest to you that it is a major task which 
should be undertaken without delay. If this 
conference so desires, it could order this 
enquiry to be undertaken at once." 

The Conference agreed and the Committee - this 
Committee - was appointed. 

The Federal-Provincial Conference met again on 
1h October 196). 

The Tax Structure Committee met on the preceding day 
and drafted a report to be submitted to the Conference. The 
report included draft Terms of Reference, a list of the studies 
recommended to be carried out and suggestions as to the respon- 
sibility for carrying out the studies. 

The draft terms of reference were approved by the 
Conference and thus became the official Terms of Reference of the 
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Tax Structure Committee. They are: 

"The Committee is directed by the Federal- 
Provincial Conference to study and to report upon 
the following matters, its report to be submitted 
to the Conference early in 1966: 

Ls Trends to be expected during 1967-72 
in public expenditures by the federal 
government, the provinces and the 
municipalities, taking into account 
the broad priorities likely to be 
accorded by governments to expenditures 
on major programmes that will compete 
for available funds; 

ma The problems involved in financing 
these expenditures and their relation- 
ship to the economic circumstances to 
be expected, the probable levels of 
costs of public services and facilities, 
and the prospective levels of government 
debt; 

oe The general policy to be followed in 

respect of shared-cost programmes during 
the period 1967-72; 

live The tax fields that should be used 
exclusively by the federal government 
and by the provinces and municipalities, 
and the fields in which joint occupancy 
is desirable; 

oe The arrangements to be made in respect 
of.jointly-occupied, tax.fields; 

ba The relation of equalization grants 
to the fiscal requirements and fiscal 
capacities of the provinces, and the 
best equalization arrangements for 
the period 1967-72; 

TER Future intergovernmental liaison on 
fiscal and economic matters; 

3F Other related matters." 

The list of studies set out in the report included one 
relating to fiscal capacity and equalization, designated with 
the letter "F". As part of this heading under "F-1" it was 
recommended that a study of different approaches to equalization 
and fiscal adjustment should be the responsibility of the Federal 
Department of Finance. Under "F-2" it was recommended that 
another study should be "proposals for future equalization 
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arrangements" and that individual governments should be respon- 
sible: Tor it". 

It is significant to note that the Conference approved 
the list of studies and responsibilities except under "F-1". 
Under this heading the assignment of responsibility to the 
Federal Department of Finance was deleted, and the responsibility 
was assigned to "individual governments". This change showed 
clearly it was not the wish of the Conference to leave the 
responsibility for studying proposals for future equalization 
arrangements to the Federal authorities. On the contrary, each 
individual government was given equal responsibility for the 
study, which of course carries with it the right and respon- 
sibility of each individual government to put forward proposals 
based on its study. 

The report included the following sentence, which was 
approved by the Conference: 

"The Committee agreed that the Continuing 
Committee of officials on Fiscal and Economic 
Matters, originally established by the 
Federal-Provincial Conference of 1956, 
should be assigned responsibility for general 
direction of the studies to be undertaken and 
the working out of the assumptions and methods 
to be used in those studies requiring a common 
basis of approach." 

The above extracts from the Prime Minister's remarks 

and the report of this Committee show that: 

(a) the Committee's duty is to make 
a thorough study of the matters 
referred to it and to make a report 
based on that study and mutual 
discussion} not on any unileteral™ decision; 

(b) the Continuing Committee was NOT 
intended to have and was not given any 
right to make any recommendation to 
this Committee on what the report of 
this Committee should be; and 

(c) on the matter of equalization, the 
Conference did not wish it to be 
thought that the Federal Government 
had any exclusive responsibility for 
suggesting alternative methods to 
this Committee, but that each of the 
eleven governments was expected to 
put forward for consideration any 
methods it wished. 
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The impression seems to have been created, in some 
quarters at least that the Federal Government has already 
decided that equalization should be determined by the Tax 
Indicator or Representative Tax Method. 

This impression is given credence by a document 
presented to the meeting of the Continuing Committee on 26 and 
27 July, 1966. This document is entitled "Administrative and 
Technical Aspects of Proposed Equalization Formula”. The front 
page of the document carries the following words "Federal- 
ge ree Relations Division, Department of Finance, 20 July 
Tg ° 

The document is contained in a publication bearing on 
its cover the words "30th Meeting, Federal-Provincial Continuing 
Committee on Fiscal and Economic Matters, July 26th to July 27th, 
I50i% 

The document, rather summarily perhaps, dismisses any 
other method and concludes that the Tax Indicator or Represen- 
tative Tax Method is the best one. It then proceeds to discuss, 
at some length, how this method should be applied. It was 
apparently taken by the Continuing Committee as representing the 
considered views of the Federal officials. No doubt it does. 
But, does that mean that the Federal Government has taken a 
decision already? 

Nova Scotia thinks not. We believe the Federal offi- 
cials, as the officials representing any one of the individual 
governments had the right to do under the Terms of Reference, 
were merely expressing their opinion that one method appealed 
to them as best. No doubt they made sure that the appropriate 
Federal Ministers would not object to such an opinion being 
expressed. But, that is a long way from being a Government 
decision. 

After all, the Tax Structure Committee has never so 
much as discussed either of the methods - or any method - or any 
of the other problems set out in the Terms of Reference, except 
the forecasts of revenues and expenditures. It is unthinkable 
that the Federal officials concerned, who are all able and 
experienced people, would presume to announce a Federal Governmer 
decision which would make a mockeryof the appointment of this 
Committee and all its work. 

You, Sir, are the Minister to whom those officials are 
responsible. It seems beyond the realm of possibility that you, 
Sir, would concur in or authorize your officials to indicate a 
decision that would preclude your Committee from doing any useful 
work, make a travesty of the Prime Minister's suggestion and the 
appointment of the Committee, and be a grave discourtesy to your 
Committee and to each of its members. 

For these reasons, it seems clear to us in Nova Scotia 
that no decision has been made by the Federal Government, that 
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its officials did not indicate any such decision, and that this 
Committee is free in every respect, pursuant to its Terms of 
Reference, to consider every alternative it thinks worthy of 
attention, without any fear that its work and recommendation will 
be stultified because the Federal Government has already decided 
what it will do. Let us then proceed accordingly. 

There are a number of matters to be considered by the 
Committee. Equalization appears to be one of the most important. 
With your permission, Sir, I should like now to present the views 
of Nova Scotia thereon. 

Search for Principles 

May I begin by submitting that we should first consider 
principles or methods, in a diligent, unfettered search for that 
principle or method which will be best for Canada and fairest for 
all Canadians*ini the long run.) |We should not be influenced, vin 
our choice of principle or method, by what might suffice as a 
temporary expedient, or what might represent a partial step along 
the road to the best equalization. 

When we have reached a consensus on what is the right 
principle or method, it will be time to think about what that 
principle or method means in terms of money or hardship to any 
particular government or people. 

If the selected principle or method works unacceptable 
hardship to some governments if immediately applied to the full, 
we can then turn our thoughts toward working out arrangements for 
a transition period to ease the hardship of change. 

For instance, if the principle or method requires more 
money than the Federal Government believes it can now afford, 
then the amount payable can be scaled down for the time being, 
increasing by stages over the years until the full amount is 
reached. 

In the same way, if the principle or method requires 
smaller payments to any province than it is now receiving, the 
reduction can be achieved by stages. 

It seems generally agreed that the arrangements now in 
use are not satisfactory and must be improved. That is one of 
the fundamental reasons for the appointment of this Committee. 
It is most unlikely that any change can be made which will make 
everybody instantly happy. But, improvement requires change. 
If, therefore, we are goiug to make improvements we have to 
accept the probability that some governments will NOT find the 
improvement wholly to their liking. That should not dissuade us 
from searching for the best principle or method. When we find it, 
however, we shall have to consider how to soften any difficulties 
it may bring to particular governments, without deviating from 
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that principle or method as the goal we intend to reach. 

Equalization in General 

The word equalization has acquired a specific meaning 
in the course of Federal-Provincial financial arrangements in 
Canada. It is used to describe the process of recognizing that 
there are differences between provinces in ability to raise 
money to provide public services and of making efforts to offset 
the difference, in part at least, by payments from the Federal 
Treasury. 

It is no longer necessary to argue that there are such 
differences or that it is in the national interest partially to 
offset the differences by such payments. This has now been 
accepted and done for many years. 

There has not been reached, however, any general meeting 
Cfemt 10s Or: 

(a) what is the best measure of the ability 
of a province to raise money to provide 
public services - this ability will be 
referred to hereinafter as "fiscal capacity"; 
and 

(b) the extent to which the differences in 
fiscal capacity of provinces should be 
offset, i.e., the standard at which 
equalization should aim. 

It is, therefore, submitted that on the question of 
equalization, the chief concern of this Committee should be to 
reach agreement on these two points. 

It has already been said that in the past the tendency 
has been to fix a sum which it is thought the Federal Government 
can afford to pay for equalization, and then to work out a 
formula for distributing that sum. 

It has to be acknowledged that this constituted a great 
improvement over earlier days when there was no recognition of 
fiscal capacity. As a result, Nova Scotia and some other 
provinces received, and are receiving, substantial sums of money 
which otherwise would not have been at their disposal. This has 
been a great help to the citizens of those provinces, and there 
is no reluctance to agree that this is so. 

Nova Scotia is happy also to acknowledge the substantial 
benefit to Nova Scotians flowing from the Atlantic Provinces 
Adjustment Grants. 

We recognize that non-receiving provinces have accepted 
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what has been done am indeed have generously concurred in the 
help provided to the provinces with less fiscal capacity - and 
that the burden to the Federal Treasury has not been a small 
one. 

But having said all this, it is necessary to remember 
that the Terms of Reference of this Committee require it to 
consider equalization in its broadest sense. To do so, it seems 
appropriate first to turn to the two questions on which there has 
been no general meeting of minds. 

The Measure of Fiscal Capacity 

The present measure of fiscal capacity is based entirely 
on the ability of the provinces to raise revenues from: personal 
income taxes, corporate income taxes and estate taxes, with some 
adjustment in respect of natural resource revenues. 

It is submitted that this is avery inadequate measure, 
which does not take account of many of the elements which to- 
gether comprise the ability to pay taxes, or to raise revenue. 
We believe this view is generally accepted by the officials and 
consultants who have been actively engaged in the work of the 
Tax Structure Committee. It was recognized by Parliament when 
the Atlantic Provinces Adjustment Grants were authorized. For 
this reason, it seems unnecessary at this point to argue the 
proposition in detail, although we are quite prepared to do so if 
there is any real dissent. 

The deliberations of the officials working with this 
Committee seem to indicate there are at least two measures of 
fiscal capacity which are better than the present one. One is 
referred to as the Total Income Method and the other as the Tax 
Indicator or Representative Tax Method. They are described in 
two papers prepared by the officials in February, 1966. Both 
must take proper account of natural resources. 

Nova Scotia believes that the Total Income Method, with 
natural resources treated separately, is by far the better of the 
two alternatives, and is, clearly the basis for "the best equali- 
zation arrangements for the period 1967-72". We submit the Tax 
Structure Committee should so report to the Federal- Provincial 
Conference. 

The Total Income Measure 

In considering fiscal capacity, Nova Scotia believes in 
the proposition that all taxes are paid out of income. They may 
be paid out of past income, e.g., estate taxes. They may be paid 
out of present or current. ancome, e.¢., payro.) deducuions or 
quarterly remittances. They may be paid out of future income, 
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e.g., borrowing to pay arrears. But they are paid out of income. 

It, therefore, follows that income is the best measure 
of the ability to pay taxes; i.e., of fiscal capacity. It is a 
thoroughly practicable measure, as well as the best one. 

It has to be kept in mind that for tax purposes, income 
is generally divided into two classifications. These are personal 
income and corporation income. Both have to be used in order to 
measure fiscal ability because taxes are paid out of both. 

Some adjustments have to be made to take account ofr 
the fact that in the present method of statistical reporting in 
general use, personal income is for the most part reported on a 
gross basis, while corporation income is reported as net. The 
February paper referred to above indicates how this can readily 
be done, and how the figure to be used for "Total Income" can be 
established. 

There is one important fact which is not mentioned in 
the paper of Feburary, 1966. In any effort to find an accurate 
measure of ability to pay taxes, it must be realized that there 
is a portion of each individual's income which has to be expended 
on certain bare necessities of life and which is not available 
for payment of any taxes. Personal income should be reduced by 
some amount to give effect to this. 

For the present purpose of this Committee, it is 
submitted that the figure of $500 should be accepted. This 
seems well below the amount each individual requires to spend 
for the bare necessities of life and which is therefore not 
available to pay taxes. It is, therefore, not as helpful to the 
provinces of lesser fiscal capacity as the actual figure would 
be. For this reason, it should not be difficult. for the Federal 
Government and the provinces of greater fiscal capacity to 
accept. The provinces of lesser fiscal capacity should he 
willing to accept it until a more accurate figure {ts available, 

The necessity of making some such allowance is 
recognized in the 20 July 1966 proposal of Federal officials. 
Though this proposal deals with the Tax Indicator Method the 
following appears in Paragraph 7h on Page 20: 

"Total retail sales should be adjusted to 
exclude the value of sales of food. An 
exemption of $350 per capita (based on 
1964 data) which is the national accounts 
estimate of personal expenditures on food 
for all Canada is proposed. This amount would 
be increased appropriately over time." 

There are certain other expenditures for items other 
than food necessary for bare subsistence. We believe these 
amount to more than $150 a year and that, therefore, the figure 
of $500 per capita is a reasonable one. 
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(b ) comply with the Terms of Reference 
and overall objective of this 
Committee. 

Natural Resources 

The existence of certain natural resources within a 
province gives that province ability to raise revenue from or 
related to them. Since such revenue is available to help the 
province provide public services, it is an integral part of its 
fiscal capacity: «vy Naturals resources, jthereitore, mustebpe 
considered in working out the problem of equalization. 

This is accepted in the present arrangement, in which 
some weight is given the existence or non-existence of natural 
resources. It is submitted that the fullest practicable weight 
should be given and that the present arrangement does not purport 
GCOMdONS G-« 

The term "natural resources" in this connection seems to 
be accepted as referring to forestry, mining, oil and natural gas 
and hydro electric power. 

The two February papers mentioned suggest methods of 
making proper allowance for natural resources. The paper on Total 
Income proposes that natural resources be lumped together on an 
"income produced" measure of fiscal capacity. The Tax Indicator 
paper treats natural resources individually on separate measures 
of fiscal capacity. 

The choice of the Total Income Method or the Tax 
Indicator Method does not determine the way in which natural 
resources must be treated. In either case, the results obtained 
before considering natural resources must be adjusted to take 
account of natural resources, which should therefore always be 
treated in the manner most appropriate to them. 

Nova Scotia does not believe that the "lumping together" 
procedure in the Total Income paper is the most appropriate 
manner. It assumes that a dollar's worth of production in one 
resource is of the same fiscal capacity value as a dollar's worth 
of production in any other resource. This does not seem likely 
to be correct. 

The "income produced" basis would, however, seem quite 
satisfactory if applied to each resource individually. 

The actual revenue basis used in the Tax Indicator 
paper would also seem satisfactory. There is no reason why it 
cannot be used in the Total Income Method and Nova Scotia believes 
this should be done. 
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In summary, then, Nova Scotia's submission on the 
measure of fiscal capacity: 

(a) the best measure is the Total Income 
Method with appropriate allowance for 
full natural resource revenues; 

(b ) in calculating Total Income there 
must be a deduction from per capita 
personal income to allow for the 
fact every person must spend some 
money for the barest necessities of 
life and that this money is not 
available to pay taxes; and 

(c) the amount of this deduction should 
be $500. 

The Standard of Equalization 

It might be possible to argue that true equalization 
requires that all degrees of difference in fiscal capacity be 
eliminated, preferably by bringing all to the standard of the 
highest, or perhaps to the average of the two highest. But 
Nova Scotia disagrees with this proposition because it is: 

(a) unfair; and 

(b ) impracticable. 

It is unfair because there are no logical or reasonable 
grounds for asking the province with the greatest fiscal ability 
to acquiesce in taking from the Federal Treasury the money, in 
substantial part generated by the activities of the people of 
that province, to ensure that every other province has a fiscal 
ability as great as it has. To do so would be not only to 
equalize the advantages of geography, natural resources and 
general good fortune. It would equalize the advantages of 
prudent government, and of resourceful, vigorous and aggressive 
people. It would impair the incentive to prudent government and 
discourage the growth of responsibility in provincial spending. 

It is impractical because it is too much to expect that 
the province with the highest fiscal ability would not always 
feel a sense of resentment, of being discriminated against. It 
is impracticable because it would inevitably lead to the emphatic 
and logical demand that the relative cost of services be given 
full weight, as well as fiscal capacity. With the information 
now available or foreseeable, this cannot reasonably be done. 

The same arguments apply, with equal force, against 
the selection of the "average of the two highest provinces” as 
the standard. 
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On the other hand, fairness to all Canadians, the 
growth of national unity and the overall development of the 
whole country, require that Canadians wherever they live, share 
equitably in the national wealth they help to create. Everyone 
cannot reasonably expect to fare as well as the most fortunate, 
but everyone has the right to expect his provincial and municipal 
governments should be able to provide a standard of services not 
unreasonably lower than the standard provided in other provinces, 
without imposing a tax burden unreasonably high in comparison 
with other provinces. This should be the aim of equalization. 

It is a commonly accepted method of comparison, in 
measuring achievement, or capacity, or treatment, to see what the 
average is and whether the thing being compared is above or 
below or on the average. If it is below the average, improvement 
is generally thought to be needed. If it is on or above the 
average, the compulsion toward improvement is not so great, and 
decreases as the level rises above the average. 

Nova Scotia, therefore, suggests that the logical 
standard of public services should be the average of the ten 
provinces of Canada, hereinafter referred to as the National 
Average. We thus propose that the objective of equalization 
should be to ensure that the government of each province be put 
in a position to be able to supply its citizens with a standard 
of provincial and municipal public services equal to the National 
Average of such services with a burden of taxation no greater 
than the National Average burden. 

The standard of equalization in our view, therefore, 
should be the National Average in fiscal capacity. 

Atlantic Provinces Adjustment Grants 

Parliament provided for these grants because it 
recognized that the fiscal capacity of the Atlantic Provinces was 
well below the National Average and had been for a long time. 
The grants were meant to compensate in part for this and to help 
these provinces to provide a standard of public services for their 
people more nearly in line with those in the rest of Canada. 

Even if now an equalization method is adopted which 
will provide these provinces with full equalization to whatever 
standard might be adopted, it will be a long while before they 
can, in fact, catch up with the rest of the country. Their long 
standing deficiency in fiscal capacity has forced them to fall 
further and further behind. It will take many years of full 
equalization before they can reach the level of the National 
Average. Full equalization, by itself, though it will put them 
in a position to expend for public services a per capita amount 
which approaches more nearly what others can expend, will not 
make it possible for them to close the gap which has developed 
over so many years of deficiency. 
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It is, therefore, submitted that even if a method of 
equalization is adopted which takes full account of every element 
of fiscal capacity, those grants should be continued for many 
years until the gap is closed. 

If the method of equalization adopted does not equalize 
the deficiency existing in every element of fiscal capacity, then 
the need to continue these grants is even greater--and indeed 
compelling. In such case not only will those provinces be unable 
to make up for the deficiencies of the past, they will fall 
further behind with each passing year. 

Muncipal Revenues 

The distribution of responsibilities between provinces 
and their municipalities varies widely from province to province. 
Thus a provincial government which directly bears responsibilities 
which in other provinces are borne by municpal governments will 
appear to require a high per capita revenue. But, it may well 
be the fact that the combined provincial and municipal revenues 
of that province on a per capita basis will be no higher, or even 
less, than other provinces. 

It must also be remembered municipal governments which 
are the creation of the provinces have important and costly 
responsibilities. If equalization is intended to ensure all 
provinces the ability to provide at least a national average 
Pevei=ol Services, 2 Must not be restricted Lo Services provided 
by provincial expenditures. 

The need for combined provincial and municipal figures 
was recognized by the Tax Structure Committee when it decided 
that the revenue and expenditure forecasts would be meaningless 
unless they were done on a combined Provincial-Municipal basis. 

The inability of certain provinces to provide a 
national level of services applies to municipal services just as 
acutely as it does to services generally considered to be 
provincial responsibilities. To ignore municipal needs which 
include, for instance, the rising cost of primary and secondary 
education would be unrealistic. 

It must be realized that to stop short of full equali- 
zation by excluding municipal revenues would be at variance with 
the Terms of Reference of this Committee which set the following 
requirement: "Methods of measuring the fiscal requirements and 
fiscal capacity of Canadian Provinces and Municipalities”. 

Nova Scotia therefore emphatically submits that any 
equalization formula must include municipal revenues if it is to: 

(a) make a fair or reasonable comparison 
ofthe fiscal capsacaty of tne provinces? cr 
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The Federal Proposal 

As I have indicated earlier, Federal officials made a 

proposal to the meeting of the Continuing Committee on Julyo<o 

and 27. The proposal was that the Tax Indicator Method, which the 

proposal renamed "Representative Tax System", should be the 
measure of fiscal capacity. Nova Scotia will continue, in this 

submission, to use the designation "Tax Indicator Method’. 

It is appreciated that the lax Indicator Method is 

examined in a United States publication entitled "Measures of 

State and Local Fiscal Capacity and Tax Effort" issued by the 
United States Advisory Commission on Intergovernmental Relations. 
That Commission decided that the Tax Indicator Method was an 
appropriate measure of fiscal capacity in circumstances met with 
and on information available in that country. It recognized, 
however, that even in those circumstances and with that informa- 
tion a good case can be made for the Income Method. 

ltyis) important, topmnote: thas 

(a) the Commission's findings were heavily 
dependent upon the availability of 
excellent statistical data which is 
NOT available in Canada; 

(b) it gives appropriate weight to municipal 
or local finances and fiscal capacity; 
and 

(c) the Commission's findings have not carried 
sufficient persuasive weight to be adopted 
as a basis for: action in the’ United States. 

The proposal of the Federal officials is no doubt based 
in large part upon the United States document. The proposal sets 
out some alleged advantages of the Tax Indicator Method, but with 
respect it seems doubtful whether they are supported by, or in 
some cases, even derived from, that document. 

In any event, Nova Scotia has carefully examined the 
proposal and desires to make some comments about it. These are 
made with the greatest respect, but also with great emphasis 
and in the firm belief that they are fully justified in respect 
of the proposal as put forward. 

Paragraphs 9 to 1h thereof purport to make a comparison 
between the Total Income Method and the Tax Indicator Method, and 
draws inferences intended to suggest that the Tax Indicator Method 
is the better one. Let us examine these comparisons and 
inferences. 

Paragraph 9 begins with the statement that under the 
Total Income Method "the total income pool available for culti- 
vation by each province is measured". The paragraph comments 
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that the Total Income Method involves "a judgment as to how the 
provinces should tax but it does not really take into considera- 
tion how they actually tax". 

With respect, this comment seems quite incorrect. The 
Total Income Method involves no judgment as to how the provinces 
should tax. It simply measures their capacity to tax. The 
method does not even suggest how they should cultivate that 
capacity. 

The comment further carries the suggestion that the 
equalization method chosen should take into consideration how the 
provinces actually tax. It is Nova Scotia's view that this is 
quite wrong. 

How provinces use their fiscal capacities is of no 
importance in trying to equalize those capacities. If one 
province prefers to emphasize income tax and another sales tax, 
for instance, that has nothing to do with what their respective 
fiscal capacities are. Again, one province may expect its 
municipalities to bear a heavy group of responsibilities which 
must be financed primarily by a tax on property, while another 
province may expect its municipalities to bear very few respon- 
sibilities. from a tax on property. But, this has no bearing on 
their respective fiscal capacities. The fiscal capacities are 
there just the same, no matter what their tax methods are, i.e., 
no matter how they actually tax. 

Paragraphs 10 and 11 of the Federal proposal continues 
the suggestion that for equalization purposes it is more important 
to know how provinces actually tax than to know their total 
income. But, how they tax is no measure of fiscal capacity. It 
only indicates how that capacity is used. It has no discernible 
relevance to equalization. 

Paragraph 12 states in part "because it takes into 
consideration the actual situation, the representative system 
seems more equitable. For example, under the total income 
approach.....it is assumed that one dollar of copper or nickel 
production provides just as much government revenue potential as 
a dollar of oil production", 

This comment relates entirely to natural resources. It 
appears to assume that only one way of calculating the adjustment 
for natural resources can be used with the Total Income Method. 
But, this is quite wrong. Any way of calculating the adjustment 
for natural resources can be used with the Total Income Method. 
We dealt with this point earlier. 

Paragraph 13 states in part "because of its relationship 
to actual taxing practices it appears to be much easier to explain 
the representative tax system to the public”. We submit this is 
quite wrong. The system is complex to use and difficult to 
explain. It is a concept almost completely unknown to the public. 
On the other hand, the concept of ability to pay based on income 



76 

is one well known throughout the country and very easy to 
explain - anybody can understand that it is easier to pay taxes 
if you have some money than it is if you have not. 

Paragraph lh states in part "since the choice between 
the two approaches must be made on conceptual rather than tech- 

nical grounds, there is no point in debating the relative 
'accuracy' of the two approaches. One may be just as accurate 
as the other but it is measuring on an entirely different 
concept". The usefulness of this observation escapes us. 

We are trying to measure the ability to raise revenues» - 
to measure fiscal capacity. Webster's International Dictionary 
defines "fact" as "something which as actual existence’. Fiscal 
capacity is something which has actual existence. Itvis a fact. 
We are trying to measure that fact as it exists in each province 
and in the National Average. We are trying to measure it as 
accurately as possible. To say thatsiteiseno Useatordiscuss 
whether one way may measure it more accurately than another way 
is completely inconsistent with this Committee's duty under the 
Terms of Reference. 

If there are two or more conceptual approaches to 
measuring fiscal capacity, surely it is the Committee's duty to 
examine each with the most careful scrutiny to ascertain which is 
the most accurate measure. One cannot decide between them as 
one's fancy dictates. 

We are reluctant to say, but we feel we must, that the 
reasons advanced in support of the Federal proposal do not seem 
to us to have persuasive value. 

Conclusion 

It is submitted that in addition to any disadvantages 
of the Tax Indicator Method set out in the two papers of 
February 1966 there are two very serious disadvantages of the 
Federal proposal of July 1966. These are that it takes: 

(a) no account whatever of municipal 
revenues, responsibilities andwfiscal 
capacity; and 

(b) only partial account of savings. 

The omission of municipal statistics is a most serious 
disadvantage, for the reasons advanced earlier in this submission. 
It results in a distortion which prevents any real fairness or 
accuracy. No method which makes such an omission can purport to 
be an acceptable measure of fiscal capacity. The United States 
study already mentioned does NOT make this omission. 

Since it is based primarily on what is spent by tax- 
payers, the Tax Indicator Method pays little attention to savings. 
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This is partly, but only in small degree, offset by the inclusion 
of personal income as one of the many elements in the calculation. 
As the amount of savings is certainly important in measuring the 
extent to which the means to pay is available, any method which 
omits it must result in a distorted picture. Moreover, this 
distortion will be to the disadvantage of those who have the 
smallest amount of money. 

The Total Income Method overcomes both these disadvan- 

tages. 

The disadvantges of the Total Income Method are set out 
in the paper of February 1966 on the Tax Indicator Method. They 
are said to be that it does not: 

(a) provide a satisfactory measure of the 
tax base of revenues derived from 
production taxes, such as natural 
resources; 

(b) reflect potential revenues from asset 
taxes, such as succession duties, whith 
are levied on accumulation of savings; 
and 

(c) take into account variations in the 
distribution of income or expenditure 
patterns as between provinces. 

The first of these is not a valid objection. Natural 
resource revenues and revenue potential can be calculated in any 
appropriate way, and the necessary adjustments made. This was 
dealt with earlier. 

The other two are technically valid, but have not in 
any way been shown to be sufficiently substantial to affect the 
whole situation. 

The following appears at the top of Page 3 of the 
February 1966 paper on the Tax Indicator Method: 

"It is generally agreed that the ultimate measure 
of the fiscal capacity of any government is the 
income received or income earned by its citizens, 
both individual and corporate, since all taxes 
must be paid out of current income or savings 
which have been accumulated from past income. 
Since measures of income produced by province, 
or gross provincial products, are unavailable 
and since existing provincial tax structures 
are primarily oriented toward income received, 
it appears that an appropriate combination of 
personal and corporate income should provide 
a good measure of provincial fiscal capacity. 
The advantage of this measure is that the 
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necessary statistical information is 
available and the procedure is relatively 
simple. Such a measure which may be termed 
the 'total income' measure is being developed 
in a companion report." 

Is it not of compelling significance that the authors of 
the February paper on the Tax Indicator Method felt it necessary 
to speak so favourably of the Total Income Method? 

For all the above reasons, Nova Scotia believes the 
Total Income Method with appropriate allowance for full national 
resource revenues provides the best available method of measuring 
fiscal capacity and should be recommended by this Committee to 
the Federal-Provincial Conference as the basis which will provide 
the best equalization arrangements for the period 1967-72. 
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Supplementary Statement Concerning 
Tax Structure Committee Agenda 

The Federal Government has placed on the Agenda of this 
Meeting an item concerning the economic situation in Canada. 

If the Federal Government feels that the economic 
situation in Canada is such as to require certain restrictive 
economic and fiscal measures, the Government of Nova Scotia 
wishes to draw to their attention that such conditions do not 
exist in Nova Scotia. 

Nova Scotia feels that before any new measures of this 
nature are implemented by the Federal Government, Federal plans 
must take account of the economic circumstances of various parts 
of the country, thereby avoiding national policies which would 
cause hardship in some provinces. 

All governments represented at the Tax Structure 
Committee Meeting are free to consider all methods of determining 
equalization payments. It is open to the Committee to decide 
what it considers to be the best equalization arrangements. 

Nova Scotia considers the present amount of equaliza- 
tion payments to be inadequate. 

Nova Scotia feels that the objective of equalization 
must be to provide each provincial government with necessary 
revenues to give the citizens of that province a standard of 
services equal to the national average, without imposing on the 
people of that province a burden of taxation which is greater 
than the national average. 

Of all methods which have been proposed, Nova Scotia 
considers that the Total Income Method, together with an adjust—- 
ment for natural resources, is the best method. 

Whatever method is finally decided upon, municipal 
revenues must be included in calculations determining the amounts 
of equalization payments to the provinces. Exclusion of muni- 
cipal revenues would result in inequitable and inadequate 
equalization payments. 

Every province feels the tieed "for moré ‘income so Nova 
Scotia believes, however, that whatever tax sharing arrangements 
are made, the Federal Government must be strong enough to dis- 
charge its responsibilities to the’ country as a ‘whole. While 
we welcome any additional share of tax revenue, we think that 
the overriding necsssity is to keep the central government strong. 

In any event, any tax sharing arrangements must include 
full equalization payments. 
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The Provinces have been precipitated into shared-cost 
programmes by the Federal Government in the past. 

Present shared-cost programmes should not be abandoned, 
Any changes contemplated in these must be accompanied by addi- 
tional compensation by way of increased equalization payments, 
and care should be taken that any such changes in the program do 
not worsen the financial position of the provinces, 

In future, Nova Scotia hopes that it will be Federal 
policy; to consult*all provinces concerned before -shared=cost 
programmes are established or altered. In addition, we see a 
substantial need for the immediate establishment of priorities 
with respect to future shared-cost programmes and the use of 
public funds generally. 

Education, particularly higher education, must be 
given a very high priority in Canada and this is critical with 
respect to professional and graduate schools, the financing of 
which is most difficult for the smaller provinces, 

Forecasts of increased enrolment are staggering, when 
present staff and facilities of Canadian universities are con- 
Sidered, All costs for higher education are increasing very 
rapidly. Changes in technology are forcing increased expansion 
of research and graduate work. This challenge must be met if 
we are to have the required number and quality of scholars and 
scientists, as well as professors and teachers for oncoming 
students. 

While Nova Scotia appreciates the value of Federal 
grants made thus far for education, increased grants are urgently 
needed for university operating expenditures with due considera-— 
tion being given for out-—of—province students. 

Special assistance seems mandatory for professional 
and graduate schools, and for capital projects of all kinds, 

Nova Scotia believes, too, that bursaries to assist 
deserving and capable students will be increasingly required, 
and substantial Federal assistance in this sphere will also be 
needed. 

The Tax Structure Committee should meet as frequently 
and for as long as is necessary to prepare the Committee's report 
for the Federal-—Provincial Conference, which should meet before 
the end of October, 1966. 
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This committee has been called together to discuss two 
vitally important items - inflation and tax-sharing agreements. 

While the present rapid rise in living costs is the 
more immediate problem before us, the solution we reach on tax- 
sharing is a major factor in deciding how long past its centenary 
the Dominion of Canada will last. 

IAWAantsLOwdiScuss: InDlLation ilirst., .but eby doing ea. 
I don't want to imply that it is the most important of the two 
problems, but that it is one where immediate co-ordinated 
federal-provincial action is necessary. 

Obviously, from many statements made in recent months, 
inflation is a "bad thing”. Unfortunately, that seems to be the 
sum total of national agreement. 

Of course it is a bad thing. Its effects are national. 
A price change by a manufacturer in Montreal is reflected on 
store shelves from Newfoundland to British Columbia within 
minutes. 

No one, not even the manufacturer himself, escapes 
the results for long. 

But, while the effects are national, the causes are 
not. 

Inflation has been defined as too much money chasing 
too few goods; and in a country as wide and diversified as ours 
it would be a miracle if this were happening everywhere at the 
same time, let alone to the same degree. 

83 
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There are areas, large in square miles, if not in 
population, where the problem is quite the reverse. They just 
don't have enough money to put available human and physical 
resources to productive use. While the problems of these areas 
can be - and are - being solved, the solution is not a quick one; 
and 16° 4s amportant that in our Searcuslor a sulLckhisolLucroOnarc 
a pressing problem that we do not destroy the small measure of 
success we have managed to achieve. 

And we in New Brunswick have achieved a considerable 
measure of success in recent years. We have, in fact, experienced 
the largest economic gains in our history. But our situation is 
not like that of Central Canada, simply because we have so much 
TALEC Ore uO. £6. 

You only need look at per capita incomes in New 
Brunswick - $1374 to $2296 in Ontario - or at the unemployment 

rates - 4.4% in the Atlantic Provinces in July compared with 
LP ine one fravrive “vroviiirces’. 

Because we lag, we are the first to feel the effects 
of national restraints. Because we are underdeveloped in 
relation to other provinces, we are the last to benefit when 
national economic restraints are lifted. 

We have long argued that non-selective national 
policies penalize the Atlantic area, that inflation isn't cured 
by stopping economic growth where the only scarce commodity is 
money. 

In his statement last Thursday, Mr. Sharp suggested 
that monetary policy has perhaps been used to excess in fighting 
inflation. 

We agree. 

We agree because monetary policy is of necessity a 
blunt weapon, a non-selective weapon, a weapon which punishes 
the economically weak more harshly than the economically strong. 

We therefore welcome the news that fiscal policy is 
to play a stronger role in containing inflation. We are 
apprehensive, however, that the particular mix of fiscal measures 
will be no kinder to us than monetary policy. This danger can 
be avoided if the full flexibility of the fiscal war-chest is 
used and measures are undertaken which recognize that what is 
good for ninety per cent of Canadians outside the Maritimes, may 
be bad for the ten per cent who live there. 

We still have large numbers of people unemployed and 
resources underemployed. We would ask the federal government 
to remember this when looking for expenditures to eliminate or 
defer. 
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Tax measures should be equally selective. Some taxes 
which are national in concept - taxes on higher incomes for 
example - are selective in application. Others, the indirect 
taxes, which account for an increasing proportion of federal 
revenues, affect rich and poor alike. 

To win the battle against inflation requires imagination 
and courage. The imagination to discover new weapons, and the 
courage to use theme 

I hope, gentlemen, our deliberations in the next two 
days will disclose these qualities. As my contribution to the 
arsenal under consideration, might I suggest what could be called 
a productivity incentive tax. 

We have already been warned that higher taxes will be 
necessary. Unlike the personal income tax, corporation profits 
taxes are at the same rate for all but the smallest firms. 

Rather than an indiscriminate increase in these rates, 
I feel we should consider a tax which penalizes those competing 
for labour in areas where no surplus exists, and rewards those 
who operate in areas of underemployment. 

What I have in mind is a charge of perhaps one dollar 
per month per employee, reduced by ten cents for every one per 
cent of unemployment in the province. If this could be calculated 
monthly, or quarterly, it would even tend to spread employment on 
a seasonal basis. I don't pretend to have studied all the impli- 
cations, but on the surface this would seem to have a number of 
unique advantages. 

I turn now to the matter of tax-sharing arrangements. 

The much longer range problem which we face in the next 
two days concerns co-ordination of federal and provincial fiscal 
policy, not over the next few months, but over the next five 
years. 

This conference, and the plenary conference to follow 
will determine whether this country moves forward as a nation, or 
as a group of states who happen to share the same army and postal 
service. 

We are here to fight inflation, and yet some are 
reported to want to take away the only weapons that make national 
fiscal policy possible. We are here to co-ordinate national tax 
policy, when another province has already announced its intention 
of eliminating one of the shared taxes, without - so far as I 
know - any discussion or consultation with any of the others. 

We approach the end of a process of consulation unique 
in federal-provincial relations. I hope that further development 
of the process will not be blocked by members publicly ridiculing 
what were meant to be tentative proposals. 
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This spring, even 'though writing my budget, I was in a 
more optimistic mood. 

At that time I put forward the principles on which the 
government of New Brunswick felt the next tax-sharing agreements 
should be based: 

Gu) Tax shares should be based on a 
co-operative study of needs and 
resources. 

Over the past year and a half we have completed such a 
study. In the course of it we have all put our cards on the table 
as never before. For the first time we have tried to look at the 
problems of financing public services in Canada from eleven points 
of view. Perhaps I should say twelve, for the taxpayer, the man 
who fills out the forms and finds the money was represented by all 
of us as well. While no one may be completely satisfied by the 
results we finally achieve, we should be able to arrive at a 
compromise which all of us can respect. 

(2) Equalization, in per capita terms, 
should be based on a national average 
yield from national average tax rates. 

What we proposed here is the application nationally of 
the principles we are applying in New Brunswick with our Program 
for Equal Opportunity. There every municipality which chooses 
to levy a standard tax rate receives the funds to supply an 
average level of services. Because of the variety of provincial 
taxes, the mechanics of such a system at the national level are 
not as simple. However, it is still possible to ensure that any 
province can provide a national average standard of services 
without an above average burden of taxation. This is not to say, 
nor do we suggest, that everyone should receive the same services 
without paying for them. It does however ensure that where 
citizens pay as great a proportion of their income in taxes as 
the average Canadian, they can receive the same services as the 
average Canadian. 

(3) Shared-cost arrangements should be 
designed to fit the needs of the 
individual provinces. Provinces 
shouldn't be forced to fit the 
requirements of a single arrangement. 

Canada is a federation because the Fathers of 
Confederation realized that certain things which should be done 
publicly would have to be done in different ways at different 
speeds, and with different emphasis, in different parts of the 
country. However, when these things are assisted by conditional 
grants, it has so far been assumed they must be done in the 
same way and with the same speed and emphasis. ‘ 
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It is obvious that we cannot continue with this single 
simple-minded approach. The Government of New Brunswick is 
prepared to consider any alternative that does ensure the 
continuation of the services these programs provide, and preserves 
the ability of the federal government to control the national 
economy. 

I believe these principles are valid today, I hope this 
conference and the next will move towards achieving them. The 
sentences with which I closed that section of my Budget Speech, 
are the ones with which I close this statement: 

U.seathiseis 8 dynamic nation. 1 think 
we can go in different ways and at different 
speeds so long as we go in the same direction. 
What is important is the quantity and quality 
of public services which all Canadians receive. 
We are entering a year of decision for New 
Brunswick and for Canada. Let us enter it 
with open minds, learning from the past but 
nov bound by wit. Invtax=sharing, in equalization, 
in shared-cost programs, let us consider how the 
public can best be served, not what present 
prerogatives or what present administrative 
procedures we can preserve.” 
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Introduction 

When the Tax Structure Committee was first established 
it had, in the view of the Province of Manitoba, a clear assign- 
ment. First of all it was to assess the trends in public 
expenditures by the federal government on the one hand and by 
the provincial—municipal governments on the other hand. The 
implicit aim of this assessment was to determine a sharing of the 
tax fields between the two spheres of government that would be 
suited to their responsibilities and to their projected expendi- 
tures. The Committee's studies show that provincial—municipal 
expenditures are rising at least twice as fast as federal 
expenditures. It follows that a greater share of tax resources 
should now be allotted to the provinces and their municipalities. 
It ought to be the task of this Committee to settle on an 
equitable re-allocation. Prominent among our considerations is 
the need for provinces to relieve municipal taxpayers of at 
least part of the burden of school costs. 

A second major objective of the Tax Structure 
Committee was a consideration of priorities and of programming 
as they effect federal and provincial governments. Nothing at 
all has been done in respect of this objective in spite of the 
fact that, at the request of Manitoba, the Prime Minister agreed 
to include it in the Terms of Reference. The recent action of 
the federal government regarding medicare underlines the need 
for attempting to find a meeting of minds. Indeed, priorities 
and programming are implicit in a rational solution of our first 
objective of tax sharing. 

What has been done by the Tax Structure Committee is 
to produce a new formula for equalization which, in our opinion, 
represents nothing less than a retreat from equality and equity 
between the federal government and the Provinces. We will have 
more to say on that in the course of this statement. 

ae 
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Thus, we see that the main problems in federal- 
provincial fiscal relations still lie ahead of us unresolved. 
It is helpful that the projections prepared by our officials, 
particularly when related to the observations of the Economic 
Council of Canada on priorities and on regional development, 
give us a sounder base for decisions than ever before. Our 
job now is to find solutions consistent with the broad interests 
of the people of Canada, 

Priorities 

At successive plenary conferences and at past meetings 
of the Tax Structure Committee, Manitoba has urged that all 
governments in Canada face the necessity for determining prio- 
rities in their spending programmes, The increasing and un- 
precedented demands on our public revenues — particularly on 
the revenues of the Provinces and municipalities — emphasize 
the urgency of the need for priorities. 

When the Tax Structure Committee was created, the 
Prime Minister and his colleagues undertook that there would be 
opportunity in the Committee's work for serious study leading to 
determination of priorities. This task did not, in fact, receive 
the expected and necessary attention. 

Governments cannot do at once all of the things that 
we and the people themselves want done — however desirable each 
project may well be. First things have to come first, or we 
will starve existing and essential services. This is the inevit- 
able result of trying to do too much at the same time. 

The studies of the Tax Structure Committee to date 
have shown clearly that, even if we undertake no new public 
programmes, governments in Canada will have to have more money. 
All governments, and particularly the Provinces with their 
responsibilities to municipalities, need a greater share of the 
gross national product just to carry out the commitments already 
accepted. 

If, therefore, governments have to raise taxes to 
meet even present commitments, we must establish the necessary 
priorities, The Tax Structure Committee projections of costs 
for future programmes stress further the urgency of need to 
determine spending priorities. This we have not done. 

Instead, we now understand that we are to be presented 
with an equalization formula of little relevance to the 
provincial-municipal requirements as confirmed by the Tax 
Structure Committee's own analyses. The facts of the Provinces! 
needs and past equalization commitments - to say nothing of 
logic or equity - have all been ignored. 
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The major questions before us when the Tax Structure 

Committee was formed in 196 were, “who has to do what?", and 
"who pays to do the essential first things first?" and "from 
where is the money to come?",. These questions are still un- 
answered. Manitoba has clearly stated that her first priority 
is education. This decision was fully supported in a major 
conclusion of the Economic Council of Canada. Education is the 
key to all manpower development. This covers the entire range 
of training processes and supporting programmes for improvement 
in the productive capacities of our people. Technical, 
vocational, scientific and all other forms of manpower education 
and training are included. 

The base of the educational process lies in the 
provincial—municipal sphere, but the ultimate objectives and 
returns of education are national. The problem is one which 
GEMNOURDGALerL vO,One JUurisdicllon or sanotners) Thus. e1b ls 
vital that we shift the main impact of the cost burden of 
basic education from the municipal taxpayer. It is then 
necessary to make available to the Provinces the financial 
resources required to meet education needs, including the 
expensive and essential post-secondary training. 

The provincial—-municipal education problem is clearly 
shown in the cost projections of the Tax Structure Committee. 
For 1966-67, the now outdated figures used by the Committee 
showed that regional authorities! education costs were over 
Gambia on. By 1971-72, even with the moderate rates of pro- 

jection adopted by the study group, the provincial-municipal 
commitments for education were shown as reaching toward $5 billion 
annually. That represents better than 50 per cent increase in 
just five years. 

This kind of pressure on regional economies must be 
met with adequate fiscal support. Regional revenue capacities 
are already seriously strained and education is a prime cause 
of this strain. “Tax Structure Committee projections to 1971-72 
showed that education would take close to one third of the 
provincial—municipal budgets. With even greater expansion 
inevitable for higher levels of training and education in 
technical schools and universities, costs will be still further 
increased. This country urgently requires so much to be done 
in the field of education that all other new programme commit— 
ments must be conditioned by this first priority. 

The federal government's decision to abandon medicare, 
at least for the time being, is an example of priorities 
dictated under pressure rather than through due consideration. 
Two years ago Manitoba warned that a universal pension plan and 
a universal medicare plan could not be imposed without regard 
to theirwplace in a system ort priorities.) We do nov, think that 
the postponement of the federal government's compulsory medicare 
plan has much to do with inflation. Manitoba's view is that 
a federal-provincial medicare plan ought to be proceeded with in 
a modified form which would not call for universal compulsory 
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medicare but rather for a revised medicare plan related to need. 

Again, we emphasize that, in Manitoba's view, the 
original purpose of the Tax Structure Committee was to look at 
just such urgent priorities of need and to recommend fiscal 
arrangements which would enable all governments to meet the 
responsibilities imposed by these priorities. 

Tax—Sharing 

Because the priorities and programming of government 
expenditures have not yet been attempted, it is obvious that we 
are in no position to conclude a new five year fiscal agreement. 
However, we do know that the gap between provincial-municipal 
expenditure requirements and the revenue resources available to 
regional governments is widening at an accelerating rate - and 
that the provincial-municipal needs are growing far faster than 
those of the federal government. The results of the Tax 
Structure Committee studies show this very clearly. The needs 
of the Provinces in these circumstances are most urgent. This 
urgency dictates that we make an immediate improvement in 
existing fiscal arrangements. 

We must meet that first priority of education and at 
the same time it is absolutely necessary that we provide relief 
for local school taxpayers. We must also support the other vital 
services in our cities, towns and rural municipalities. Our 
hospitals and other health facilities have further pressing 
requirements. All of these things, and all of the other unavoid- 
able charges on local and provincial governments must be covered 
without incurring insupportable tax loads which could only 
inhibit necessary economic and social development. 

We have no doubt that a suitable interim fiscal arrange- 
ment can be worked out for the one year, 1967-68, to produce for 
Manitoba the additional revenues that we require to meet our 
minimum commitments. This amount, as we have indicated, will be 
used in the first place to relieve the local taxpayer of a sub- 
stantial portion of the mounting property tax burden now pressing 
upon him — particularly for support of schools. 

Manitoba proposes that the federal government increase 
its standard abatement to the Provinces for personal income tax 
from 2h per cent of basic federal tax to at least 50 per cent, 
to apply for the 1967 tax year. For the one year interim period, 
corporation tax abatement can remain at 9 per cent of taxable 
profits, and the federal government's allocation to the Provinces 
of 75 per cent of estate tax collections can also be left for 
the one year. With full equalization to the yields of the top 
two Provinces, the recommended change in personal income tax 
abatement would give Manitoba the additional revenue necessary 
to meet the unavoidable and essential requirements for service 
support and development in the next fiscal year. 
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However, any acceptable longer term solution to the 
fiscal problems facing Manitoba, and all other Provinces, will 
have to follow from determination of realistic priorities and 
after considering whatever proposals are made by the Carter 
Royal Commission on Taxation. We are ready to work now for a 
one year pact to cover the fiscal period beginning in April of 
1967. During the next 12 months, we must provide what is not 
now ready —- practical priorities for government programmes and 
a reasonable and equitable arrangement by which those programmes 
can be supported. 

This means that the Carter Report must be put before 
us at once. We ask therefore that the Report of the Royal 
Commission on Taxation be released in English immediately, with 
the French copy to follow as soon as possible. The Provinces 
as well as the federal government must begin to evaluate the 
Carter Report at once. We are concerned that the federal govern- 
ment is not only now looking at the recommendations but that, 
as we have heard, federal legislation is being drafted on the 
basis of those recommendations. The Provinces have every right 
to consider the Royal Commission Report before being confronted 
with new federal tax proposSals based on the Carter findings. 

The tax structure studies and the studies of the 
Economic Council of Canada make clear the equity of the pro- 
vincial case for larger tax-sharing. What does not appear so 
clearly, however, is the equally pressing need for the Provinces 
to relieve municipal taxpayers of a portion of the school tax 
burden. This requirement combined with the escalation of 
education costs present the provinces with unavoidable demands 
for more resources. If these are not forthcoming from our 
proceedings here, then provincial taxpayers will understand 
why they will be faced with higher provincial taxes. 

Equalization 

The one item that does emerge from the tax structure 
deliberations to date is a new federal proposal for equalization. 
This new proposal is decidedly not in the interest of the 
Canadian people. Equalization must be a positive and effective 
instrument to promote equity and progress for all the regions 
of Canada. Anything less threatens the unity of the nation by 
allowing a further widening of the gap in regional development. 

One principle at stake is the level of equalization. 
This is to be reduced from the average of the two highest 
provinces to the Canadian average. I remind the Federal admini- 
stration that they were elected on a platform of equalization to 
the highest Canadian province. Dealing with this question on 
November 2, 1961, in Winnipeg, Mr. Pearson described the national 
average system of equalization as one which "deliberately denies 
the very principle of equalization". He said of equalization to 
the national average...’ it is a far lower standard than the 
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highest. Bringing some provinces up to the average still leaves 
them far below the richest — below Ontario. This isn't equali- 
zation of equity eeseee AS a direct result ... Manitoba will 
have to go without the revenue that it would get under true 
equalization". He again described the national average principle 
as "a shameful betrayal of the tax principle for which Manitoba 
fought so hard", In the 1963 autumn fiscal conference, the 
Prime Minister stated that the government had "concluded that 
the most acceptable solution is to restore the basis of equali- 
zationeee that is to say, equalization will be paid up tothe 
average yield of the standard taxes in the two top provinces", 

The then Minister of Finance underlined this statement 
of principle when he spoke in the House of Commons on July 7, 
196): "This matter of equalization is of fundamental importance 
in the fiscal arrangements between the federal and provincial 
governments...eif the equalization system is inadequate, the 
poorer provinces will be unduly burdened in their attempt to 
maintain reasonable standards in the public services for which 
they are responsible and if they fail to maintain a reasonable 
standard of essential services, the national interest is 
affected", 

But the Minister of Finance did not stop there. He 
went on to add.. "the argument for the equalization of the 
standard taxes to the level of the top two provinces does not 
rest on grounds of fairness or broad national interest alone. 
The provincial origins of the incomes and accumulations of 
wealth upon which income tax and estate tax yields depend are 
often widespread and rarely known with accuracy. This in 
itself would support the view that some portion of their yield 
ought to be equalized among the various provinces. We believe 
that equalization of the standard income and estate taxes to 
the level of the yield in the top two provinces is of vital 
importance in the maintenance of a healthy federal system...". 

Manitoba finds that nothing has happened since 196 
to reverse the logic and equity of these commitments. Further—- 
more, as we established in 1961, provinces which cannot realize 
adequate revenues from natural resources should receive 
additional equalization in respect to national resource tax 
yields. 

Other provincial tax revenues are not normally good 
indicators of relative fiscal capacity and should not be con- 
sidered in computing equalization. These other taxes do not 
rélate as directly to the productive capacity or taxable 
wealth of a region as do income and profits taxes. They are 
frequently imposed because a Province has had no other alter-—- 
native. 
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i} Opting Out" 

Since the federal measures permitting Canada to ter- 
minate its financial share in joint programmes were first 
introduced, Manitoba has viewed the developments with growing 
concern. Now our fears have been fully justified. The clear 
federal determination to "opt out" of federally-created financial 
responsibilities for programmes operating in primarily or wholly 
provincial fields has most serious implications for already hard- 
pressed provincial treasuries. 

The latest such move, that by the Minister of Finance 
to cancel the forestry agreements, apparently lacks even partial 
compensation by alternative fiscal arrangements, however in- 
adequate these might have been, 

The central authorities are now pressing the Provinces 
to accept the federal abandonment of the financial commitments 
to Hospital Insurance, Health Grants and programmes under the 
Canada Assistance Plan. 

In the case of the long-standing forestry agreements, 
the Provinces are being left to fend for themselves with no 
apparent federal recognition that these agreements are vital 
parts of the provincial and regional development programmes — 
programmes to which the federal government has made specific 
commitments and for which the Provinces have already made 
substantial budget allocations. 

Shared-cost arrangements were originally introduced 
by Canada to make available to all Canadians standard national 
levels of essential services. These programmes were put into 
being at considerable additional provincial cost, whatever the 
state of the Provinces! revenues at the time. Now Canada pro- 
poses to “opt out" of financial responsibilities of her own 
making. 

In fact, the social services for which the federal 
government now proposes to abandon financial support are the 
very ones causing much of the rapidly growing provincial- 
municipal cost burden. The services are in the areas of greatest 
need and of maximum cost. Gaps in regional development are most 
acutely felt in these fields of human betterment. 

The loss in uniform service standards is compounded 
by widely varying regional tax effort -— an inevitable result of 
wide scale "opting out" of shared-cost arrangements. Inadequate 
tax allocations add further complication. 

At a time of even greater need for human resource 
development, the transfer to the Provinces of still further 
financial responsibility in the related fields is wholly illo- 
gical. The unfairness of the federal proposals is heightened 
by the manner in which Canada proposes to compensate the 
Provinces. The federal government is leaving the impression 
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that, by transferring a tax percentage to cover the abandonment 
of their financial support for joint programmes, Canada is 
giving the Provinces "new" revenue. This is not true. 

The Provinces have no alternative but to continue the 

support of vital programmes. These will require the full 
revenues from the transferred tax — and more — to meet the 

former federal share. The inevitable results will be further 
variations in service levels and in tax efforts among the 
Provinces. 

Stabilization of Provincial Revenues 

Over the past 25 years, the Provinces and the federal 
government have developed in the successive fiscal arrangements 
basic guarantees that provincial revenues would not fluctuate 
unreasonably through periods of economic uncertainty. This 
hard-won achievement is vital for any region. We at the regional 
level must provide directly those services most essential to our 
people and to their communities. The stabilization of revenues 
is clearly necessary to ensure that-:these services are not 
interrupted or unduly constricted. 

The reported new federal proposals do not contain 
any of the built-in guarantees that revenues from the fiscal 
arrangements would always have a floor below which the provincial 
yields could. not fall. This appears as a casual and illogical 
abandonment of essential stabilization measures contained in all 
fiscal agreements over the past quarter century. 

Whatever the future may hold, a province such as 
Manitoba must be protected against extreme fluctuations in basic 
revenues. 

Regional Development and Inflation 

In the Canadian federal system, the responsibilities 
which fall to the federal government are those which have over- 
riding effect, encompassing broad national necessities. There 
is no more important national responsibility in the normal 
course than that of ensuring that all of Canada's diverse 
regions are assured of full development. Today, there exists 
a clear danger to national unity arising from inequalities in 
regional development. 

The Tax Structure Committee studies indicate as well 
that the capacities of the Provinces and municipalities to 
support regional development are being rapidly overstrained, 
with the result that development gaps can only widen with each 
year that passes without remedy. 
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In comment ing on tax equalization we emphasized that 
equalization "downward" to the national average increases the 
danger to national unity because it weakens further the capacities 
of regional governments to deal effectively with development. 
If we are to eliminate the regional disparities in growth and in 
service capacities cited by the Economic Council of Canada, we 
must maintain fiscal equalization on a positive base. The 
standard tax yields in weaker provinces must be brought up to the 
level in the richest provinces. 

Indeed, what the nation needs is a complete recasting 
of federal regional development policies if we are to narrow 
the regional gaps so clearly indicated by the Economic Council 
of Canada. Other countries have done it, largely on the basis 
of national polcies, Canadian national policy must be shaped to 
do the same. The proposed national average equalization formula 
would be a sad blow to national regional development policies 
even as we know them at present. 

When a province is deprived of fiscal equalization 
While 10, is'stizll far short of full development, national: commit— 
ment to inter-regional equity has been prejudiced. Equalization 
to no better than the national average penalizes every province 
still burdened by under-development. This can only mean that 
essential new growth will be made more difficult for such 
provinces. Full equalization, and continued federal support for 
shared-cost programmes largely initiated by Canada, are neces-— 
sities if regional growth is to be sustained, 

At this stage of development, the need is for higher 
wages to attract and hold the skills which bring lower costs and 
greater efficiency. Our policies for human development and for 
economic progress must not be threatened by anti-inflationary 
measures which by harming our productivity defeat our essential 
growth. 

This means that although we are anxious to cooperate 
with the federal government in whatever anti-inflation steps 
are practical, our action must not be at the expense of our 
vital regional development. 

The impact of inflation is not felt evenly in all 
regions. For example, wage rates in Manitoba have not increased 
to nearly the same extent as have wage rates elsewhere in the 
nation. 

It is conceded that high interest rates are to some 
extent anti-inflationary. However, in Manitoba, and the other 
parts of the nation needing still further development in 
essential sectors, these high interest rates work against 
economic progress. 

We have projects that must go ahead. Our present 
plans for Hydro development cannot stop if we are to progress 
and iff our dlightsyanesnot) to Waid. onsfactories stop. 
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High interest rates, which may stop unwanted booms 
in well developed regions, only escalate our power and other 
development costs, without benefit and with greatly increased 
final costs to present and potential consumers, 

No one can give the Prairie farmer lessons in fighting 
inflation — he has been faced with a persistent cost-—price 
squeeze for twenty years. Facing relatively static prices for 
grain, his increase in farm efficiency has been the wonder of 
North America and an object lesson to other more protected 
industries throughout the nation. It would be ironic if this 
display of efficiency and self-discipline were to be rewarded 
by imposing on the Prairie farmer and his region the penalties 
of the newly proposed inadequate fiscal formula and counter-— 
inflationary measures such as high interest rates — measures 
designed to combat difficulties in other areas, 

We recognize the need, in the national interest, for 
the federal government to retain the tools necessary to make 
possible a national policy for regional development. We have 
suggested that 50 per cent of the personal income tax be abated 
for provincial use. With the remaining 50 per cent, we believe, 
Canada will retain ample control to accomplish any necessary 
regulation of the economy. 

Summary 

Manitoba has come to this Tax Structure Committee 
meeting determined to co-operate fully in the establishment of 
realistic priorities for government programmes, This is a 
necessity if we are to achieve a sound fiscal system capable 
of supporting our vital public requirements. 

We are prepared to accept a one-year interim agreement, 
pending the determination of priorities and decisions on the 
recommendations of the Carter Commission on Taxation. That 
interim agreement must, however, provide for the urgent immediate 
needs of the Provinces and their municipalities. For Manitoba, 
we require a substantial increase in our revenue in 1967 if we 

are to meet the priority needs of our school boards, cities, 
towns and rural municipalities - and particularly if we are to 
relieve the school taxpayer. This relief must come immediately. 

Unless the federal government makes the necessary 
interim fiscal arrangements, the Provinces and the municipalities 
are faced with increasing deficits or substantially increased 
calls on already overstrained tax capacities —- or both. 
Education needs alone will mean that we have no other choices, 
and Manitoba places maximum priority on education. 

The interim and longer-term fiscal arrangements must be 
based on adequate and realistic tax-sharing and certainly on tax 
equalization which brings the less wealthy provinces up to the 
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level of the wealthiest. Anything less than this can only cause 
a further widening of development gaps among Canada's regions. 
This we cannot accept. 

Stability in provincial revenues must be assured and 
the fiscal arrangements must continue to carry guarantees that 
place a floor under the payments to the Provinces, 

The federal government must not abandon its financial 
responsibilities for essential shared-cost programmes which are 
largely the result of original federal initiatives in provincial 
fields. The maintenance of national service standards is of 
great importance and particularly at a time when the Provinces 
and municipalities are hard-pressed to maintain the very services 
most affected by federal "opting out" proposals. 

These are Manitoba's views on the questions before the 
Tax Structure Committee today. All of our points are aimed at 
strengthening regional development and, through this, at en- 
suring full and equal economic opportunity for all Canadians. 



hey ahi os wun 

ves 

 eosziaage nti 

“+ a er pied Me a oa . 
on ts ; e ue oa 

4 Bae? ae wae i a 

14 Beg: ' 
git ears | ee 

ax we yes 

yh ye : 

Lon 
Pon hs tind ane 
tan ener lig: & 

aan a oving Ww : ; . 
> > 



STATEMENT BY 

THE HONOURABLE W.A. C. BENNETT 

PREMIER 

of the 

PROVINCE OF BRITISH COLUMBIA 





Statement by 

THE HONOURABLE W.A.C. BENNETT 

Premier 

of the 

Province of British» Columbia 

to the 

Federal—-Provincial Tax Structure Committee 

Ottawa, Canada 

Wednesday, September 1h, 1966 

Introduction 

Mr. Chairman, British Columbia welcomes the opportunity 
to be present at this meeting of Government Finance leaders. In 
presenting our observations on fiscal and economic matters, I 
do so with a renewed sense of the desires and aspirations of the 
citizens of our Province and their respect for the Canadian 

Confederation. 

British Columbia is celebrating this year the centenary 
of the Union of the British Crown Colonies of Vancouver Island 
and British Columbia, and next year will join with all of Canada 
in celebrating one hundred years of Canadian Confederation. We 
have grown and prospered both regionally and nationally in Union. 
We have the capabilities and resources to greatly accelerate our 
growth in the years ahead for the benefit of all Canadians. 
But to realize the fullest potential of growth there must be 
mutual respect and understanding of the varied problems of the 
national, provincial and local governments and a proper and 
equitable allocation of fiscal resources for the discharge of the 
respective government responsibilities. 

We meet here today under uncertain conditions both at 
home and abroad. The current expansionary phase of over five 
years duration is under exposure of pressures which could seri- 
ously limit further expansion and improvement in our standard of 
living if we do not plan carefully. The current tight money 
situation, record high interest rates and rapidly increasing 
costs of production and consumer items impose real threats to 
our competitive position in world markets so essential for our 
continued prosperity. We must not, however, let immediate prob—- 
lems cloud our vision for laying the proper ground work and 
fiscal relationships over the period ahead. We must strive to 
evolve planning that will ensure unhindered nation-wide economic 
development. We must develop programs that will make fuller use 
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of our natural resources, that will educate and train our people 
and that will provide adequate power and transportation systems 
for industry. In this way, only, will we increase the standard 
of living, health and welfare of the Canadian people. As has 
been adequately emphasized in the past, under our Constitution 
most of these responsibilities lie with provincial governments. 

British Columbia is prepared to co-operate fully with 
the Government of Canada in joint programmes for National develop~- 
ment and has done so in the past. British Columbia, however, 
considers that fiscal arrangements and planning undertaken by the 
Government of Canada has not been fair in relation to all sectors 
of Canada, that it has compounded rather than assisted the problem. 
I intend to point in my ensuing remarks to examples of unfair 
treatment of our Province by the Government of Canada. In so 
doing, I am speaking for the people of the Province of British 
Columbia who now have an acute awareness of this treatment and I 
am reporting to this conference, that as a result, widespread 
resentment has been created. Neither the Government of British 
Columbia nor, I am sure, the Government of Canada desire this, 
and the time is long overdue for the Government of Canada to take 
a fresh look at its fiscal arrangements programme, 

Tax Occupancy 

The Government of Canada, supported by the major share 
of the income taxes with their great productivity, can expect 
revenues to grow at a faster rate than expenditures. The pro- 
vinces and municipalities, on the other hand, can expect an 
increasing shortfall in revenue in relation to expenditure. fThis 
deficiency is indicative of the financial pressures faced by the 
provinces, and their municipalities in the fields of provincial 
responsibility of education, health, welfare and resource develop- 
ment. If the provinces are to adequately fulfil their obligations 
it is essential Canada return an increased share of the direct 
tax fields to them. I suggest, as a realistic approach, that 
the provinces should receive, over the next five-year period, an 
additional two per cent per year of personal income tax and an 
additional one per cent per year of corporation income tax with— 
out the need for double taxation. With the Government of Canada 
still retaining the largest portion of these tax fields, despite 
the additional transfers, the larger tax increments from higher 
personal incomes resulting from increased provincial expenditures 
on income — generating services will accrue to the Federal govern= 
ment. 

The estimated increased cost to the Federal Treasury in 
1967/68 of these suggested tax transfers is less than the addi- 
tional cost of the proposed equalization formula. 
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Equalization 

The Prime Minister, in commenting on the establishment 
of the Tax Structure Committee, spoke in glowing terms of the 
benefits from the detailed studies and deliberations of the 
Committee, of the desire to move away from "ad hoc solutions to 
points of immediate difficulty". The optimism expressed at 
plenary sessions during the formulative period of this group 
suggested some positive and constructive answers would result 
from the studies of the fiscal responsibilities and resources of 
the various governments. It is therefore disappointing and 
totally unrealistic, to have presented a fiscal proposal which 
ignores not only the Committee's terms of reference, but also 
the increasing shortfall in provincial-—municipal revenue needs. 
In fact, it proposes no change except for the basis of determining 
equalization payments to certain provinces. 

Bri vasiecOlLuUMDLa reMmeans siigitlyserturcameoL tier prin 
ciple of equalization payments. The Government of Canada intro- 
duced this element into fiscal arrangements with the provinces 
in 1957 to give those provinces with low fiscal capacity the 
financial means to provide a similar level of public service as 
other provinces. The effect of equalization under these condi- 
tions should have by now enabled the recipient provinces to 
increase productivity of resources and strengthen their economies. 
Not only has equalization not accomplished its intended purpose 
but it has been a contentious issue among the provinces. 
Receiving provinces have been critical of the inadequacies and 
the contributing provinces of the inequities. What is more 
important, the fiscal ability status quo remained and we now 
find greater payments are proposed for receiving provinces. It 
is British Columbia's view that equalization has created a 
major problem for Canada which, at times, has threatened 
Confederation, and yet has not eliminated the basic problem. 
Equasization payments unduly subsidize certain provinces and, 
being unconditional in nature, do not encourage fiscal respon- 
SibiTLtY. 

The equalization formula recently suggested by the 
Government of Canada is not acceptable to British Columbia at 
all. British Columbia admits a fiscal need problem exists in 
certain areas of Canada. It believes, however, the Government 
of Canada is attacking it in the wrong way through a system of 
equalization grants to certain provincial governments. These 
unconditional grants to governments are not the answer. Instead, 
assistance should be given direct to the individual citizens 
involved. The Government of Canada should tackle directly the 
problems which prevent depressed areas, wherever thny may be 
located in Canada, achieving growth rates comparable to the 
rest of the Nation. Programmes which promote growth and 
development of sound industrial basis should be intensified and 
more strenuous efforts made to educate and train the labour 
force to employ all the modern technological methods available. 
Where recovery assistance is not economically feasible or 
justified, relocation of the population to areas of greater 
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opportunity should be encouraged through housing assistance 
along with educational and vocational training, with pay, until 
the individual is properly settled. Through direct assistance 
to the individual citizen, the problem of income deficiency 
could be undertaken across the nation on an equitable basis, 
provide more efficient use of public moneys and contribute to 
national harmony. 

If the Government of Canada insists on retaining the 
equalization grants system consideration should be given to 
certain factors. I have stated at previous meetings the 
inadequacy of equalization formulae which do not give weight 
to cost differentials between provinces in providing like govern- 
ment services. I have also pointed out the high-cost nature 
of essential services in British Columbia and the fallacy of 
looking upon the higher provincial income as being absolute. 
Our higher’ income reflects the higher cost nature of the British 
Columbia economy arising from our geographic location and the 
adverse effect of national tariff policies. To lsay that, equali- 
zation payments to a stated base enable a province to provide a 
certain level of government service assumes the cost of services 
in a receiving province are at an average level. The Dominion 
Bureau of Statistics reports, for example, of average weekly 
wages and salaries and public school teachers median salaries, 
indicate some of the divergence in costs across our nation. 
Therefore, a dollar of equalization has a different value to 
each recipient province relative to the costs of providing 
government services in the respective provinces. Notwithstanding 
equalization the second annual report of the Economic Council 
of Canada states that the gap in per capita personal income 
between the various areas of Canada has changed only slightly 
over at least the last forty years. Where lower costs exist, 
equalization of provincial revenues may actually subsidize so- 
called "have not’ provinces until they have a greater capacity 
to pay than the allegedly wealthier provinces. The Government 
of Canada is too ambitious in its zeal to equalize by revenue 
only and ignoring every other factor involved. If we must. have 
equalization it should not be at 100 per cent of revenue. I 
would suggest that equalization at 85 per cent of provincial 
revenues would adequately compensate for this cost advantage. 
Equalization must not destroy the ambition of the recipient 
provinces to improve their own position. 

Mr. Chairman, I believe that equalization itself, 
through recognition of provincial constitutional taxation rights 
and a fresh approach to this problem, can be eliminated. Any 
fiscal assistance deemed necessary by the Government of Canada 
for depressed economic areas throughout the Nation should not 
be an integral part of arrangements respecting direct taxes 
with the provinces. 
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Hydro-Electric Power Development 

On September 16, 196l, after protracted national and 
international negotiations, ratification instruments for the 
Columbia River Treaty were exchanged by Canada and the United 
States. This action permitted the: start of construction of a 
vast hydro-electric and flood control complex.on the fourth 
largest river basin in North America, This project will be of 
lasting benefit to British Columbia for the hydro-electric energy 
it will produce and the vital flood control benefits which will 
accrue and, in addition, large scale benefits to the Government 
of Canada and to all Canadians will result through direct and 
indirect increments in employment and national income. 

As an equal partner in Confederation, British Columbia 
is entitled to the same fiscal considerations as received by 
other provinces from the Government of Canada for power and 
flood control projects. The Federal government has provided to 
March, 1965, over $77 million in subsidies to the South 
Saskatchewan River project and is contracting to initially build 
and pay for the entire $120 million transmission facilities from 
the Nelson River hydro-electric development in Manitoba. The 
Atlantic Development Board will pay $20 million towards the 
construction cost of the New Brunswick Mactaquac hydro power 
project and will provide other forms of financial assistance 
in the Maritime provinces through the Atlantic Provinces Power 
Development Programme. Most of the funds for Quebec's $160 
million nuclear power plant near Three Rivers will come from 
Ottawa and Ontario receives $70 million a year for nuclear 
development. 

Mr. Chairman, British Columbia has received no Federal 
financial assistance for its vast hydro-electric developments 
on the Peace and Columbia Rivers. In other words, it is 
"soing it alone" although great benefits will accrue from its 
efforts for all of Canada. It has also been severely penalized 
by the imposition of the eleven per cent Federal sales tax 
on building materials, introduced at the time of the start of 
construction of the Columbia dams, but not mentioned by the 
Government of Canada during the negotiations between the three 
governments that are party to the Treaty. This tax will increase 
construction costs on the project by about $30 million. British 
Columbia would stress it is completely unjustifiable that the 
Government of Canada should be enriched at the expense of Crown 
provincial developments in British Columbia -- in the final 
analysis the people of the Province -—-, while other provinces 
enjoy substantial subsidies and assistance on similar projects. 

Trans-Canada Highway 

British Columbia has always emphasized the vital need 
for development of an interprovincial highway network linking 
the provinces of Canada. To this end the Province entered into 
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an agreement with the Government of Canada on April 2h, 1950 
to share jointly the cost of construction of the first Trans-— 
Canada highway. Not only has British Columbia lived up to the 
basic requirements of the agreement, but has on many sections 
of the highway, and solely from Provincial revenues, provided 
a standard far superior to the minimum specified in the agreement. 
British Columbia has never expected or requested federal sharing 
of the additional costs so incurred, but objects strongly when 
the federal government refuses to share the cost of construction 
of a major bridge over the Second Narrows at Vancouver now 
forming part of the Trans-Canada Highway. Built as a toll 
structure at a cost of $2.2 million prior to becoming part 
of the Trans-Canada Highway, the tolls collected before removal 
were allowed to reduce the capital cost of the bridge shareable 
with Canada to $21.8 million. The failure of the Government 
of Canada to share in this cost contradicts the original Trans-— 
Canada Highway agreement which specifies that the Federal govern- 
ment shall share fifty per cent of the cost of previously con- 
structed sections of the highway where properly incorporated 
in the Highway. Again, Mr. Chairman, British Columbia has 
"gone it alone" on this major undertaking. 

The average per mile cost of construction in British 
Columbia is almost double that in the rest of Canada. The 
Federal Government share of total Trans-Canada Highway commit-— 
ments approved between December, 199 and March, 1965 illustrates 
the effect of higher costs and lower Federal participation in 
British Columbia: 74 per cent in the Maritime provinces, 72 per 
cent in Quebec, while only 57 per cent in British Columbia. 

Pacific Great Eastern Railway 

The Pacific Great Eastern Railway, as a developmental 
railroad, has been a key factor in the rapid growth and develop- 
ment of the resource-rich central and northern areas of British 
Columbia. With three pulp and paper mills constructed or under 
construction, a fourth planned for construction shortly and 
three projected plants all located at points along the rail line, 
with the continued expansion of petroleum and natural gas 
activities in the Peace River area, and with other large and 
diversified private investments throughout the entire area 
served by the railroad, the economic base of these regions has 
been greatly expanded. Approximately on-third of the Railway's 
total freight income originates from the north end of the line 
and the proportion is anticipated to increase rapidly with the 
new capital investments throughout this area. Between 1951 
and 1963, the latest date information is available, the number 
of individual income taxable returns and the total income thereon 
in the Prince George region increased 168% and 282% respectively; 
in the Peace River area the corresponding increases were 71% 
and 719%; for all other areas of the Province the increases were 
61% and 141%. The population increase over the decade to 1961 
of the Prince George region was 8%, Peace River, 116% and the 
remainder of the Province, 37%. 
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In 1955 a former Canadian Prime Minister, speaking to 
the motion on paying a construction subsidy to the Pacific Great 
Eastern Railway on fifty miles of the northern extension from 
Prince George, stated: "Our view that the present outlook does 
not justify a further extension of the line at this time would 
not, of course, prevent consideration of this matter again in a 
later year if the prospects for economic development then appear 
to be sufficiently promising to warrant a contribution toward 
the cost of constructing such an extension at that time", If 
sufficiently promising economic development is to be the guide-—- 
line for Government of Canada participation in development pro- 
jects, surely the rapidly expanding economic base of the northern 
areas served by the Railway, which is a fact now, not conjecture, 
justifies Federal sharing in the construction cost of this rail- 
road. 

A number of precedents exist of Federal sharing in 
construction of developmental railroads. But while in other pro- 
jects the federal construction subsidies have been made during 
the period of construction, and not always to immediate economi- 
cally justified projects, previous limited contributions towards 
the Pacific Great Eastern Railway have been "after the fact" so 
to speak and after many submissions by the Provincial Government. 
I ask for the people of British Columbia the same treatment 
afforded Canadians of other provinces in the past in respect of 
development railroads. The total assistance at $25,000 per mile 
on the unshared portion of the rail line is $19,7h7,500. 

On the question of operating subsidies paid by the 
Government of Canada to the two national railways, and regional 
railways (including United States owned railway systems operating 
into Canada), I submit that the Pacific Great Eastern Railway 
is entitled to like treatment. The Provincial Railway is paying 
the same wage rates as the major railways operating in British 
Columbia and is required to maintain low freight rates to remain 
competitive with these Federally subsidized railways. At the 
same time the Provincial Railway is making a substantial contri- 
bution to the level of economic activity in the Province which 
is highly beneficial to Federal government revenues. In addition, 
the Pacific Great Eastern Railway, with its national and inter- 
national rail connections, is sharing significantly in Canada's 
favourable balance of international commodity trade. The people 
of British Columbia deserve to be treated equal with other 
Canadians and receive like subsidies for the Pacific Great 
Eastern Railway. Again, it is a question of only British 
Columbians having to "go it alone" in the construction and 
operation of a developmental railway. 



£2 

Conclusion 

Mr. Chairman, it is time the Government of Canada 
stopped overlooking British Columbia in its fiscal relations. 
The days of a "co-operative federalism" based on favouritism 
or the "squeaky wheel getting the grease" concept, or proximity 
to Ottawa are long outdated. British Columbia, with its vast 
potential for resource development and favourable export trade 
balance should be encouraged in all ways possible by the 
Government of Canada, especially in fiscal considerations. I 
repeat, what I have said before on many occasions at these 
Conferences, British Columbians neither expect nor want special 
treatment but they do want fair and equal treatment. 

Incidentally, I noticed recently in our local press 
that a Liberal member of Parliament says there is at least 
$200 million in the federal treasury which the British Columbia 
government could have for the asking. The member continued, 
(and I quote) "There's absolutely no question this money is 
waiting to be picked up". 

Mr. Chairman, I am here today in my capacity as 
Minister of Finance and I want you to know that I am ready and 
willing right now to pick up the $200 million to which the 
member refers. 
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The Province of Prince Edward Island welcomes the 
opportunity provided by this Tax Structure Committee Meeting of 
Federal and Provincial representatives to present on behalf of 
our Government, our views on federal-provincial fiscal relations 
and the part they play in the fiscal and economic life of our 
Province. 

In this presentation I intend to confine myself 
essentially to the general discussion of federal-provincial 
fiscal relations, leaving such subjects as "medicare" and "shared 
cost programs" until we are definitely assured of the extent of 
the new fiscal arrangements' plan for the next five years 
starting sAprad? 25. 51967- 

The people of our Province await with great anxiety 
the ultimate results of this meeting and the Federal-Provincial 
Plenary Conference to be held next month. From the statistical 
data submitted to the working committee of this tax structure 
group it is clearly shown that the future fiscal and economic 
life of Prince Edward Island depends on the recognition of our 
fiscal need problem and, the principle of equity. 

In presenting this statement, Mr. Chairman, I assure 
you that any criticisms which I may feel called upon to voice 
are intended to be purely constructive. They are only intended 
to point out the problems faced by our Province, the inadequate 
means at our disposal, and our inability to maintain present 
standards of services without resorting to an abnormal burden 
of taxation, 

Our extreme caution in approaching this meeting is due 
to a fear that any radical change in the present set-up of 
federal—provincial relations might upset the finely adjusted 
fiscal balance of our Province, unless we are assured that we 
shall not be called upon to give up any of our existing 

115 
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unconditional federal grants. .As a matter of fact, we shall 
endeavour to show the urgent necessity of, and the right of the 
Province to substantially increased federal assistance for the 
provincial services which Prince Edward Island is obliged to 
Carry, On. 

On October 15, 196h the then Minister of Finance, The 
Honourable Walter L. Gordon, announced in the House of Commons 
that the purpose of the Tax Structure Committee, as its terms 
of reference reveal, is to conduct a complete and fundamental 
re-examination of federal—provincial fiscal arrangements. He 
further stated — 

"Tt is our hope and expectation, and in this 
we are joined by the provincial governments, 
that the committee will find better ways of 
effecting a balance between the requirements 
and the resources of Canada's 11 governments. 
"Honourable members will welcome, I am sure, 
this major step in federal-provincial fiscal 
relations. ‘ror thesfarst ime ithesfederal 
government and the provinces will together 
study themfuscall) problenswof ithe Ikigovern= 
ments, will together assemble the facts 
necessary to illuminate these problems, and 
will together develop fiscal arrangements 
which will meet the needs of Canada". 

As I said before, although we must approach this 
meeting with caution, we have had up until a month ago every 
reason for optimism in the fact that for the past two years the 
Federal-—Provincial Continuing Committee on Fiscal and Economic 
Matters have been conducting for the Tax Structure Committee a 
comprehensive and exhaustive examination of the responsibilities, 
revenues, expenditures, and future requirements of the three 
levels of government in order to provide a firm basis on which 
to determine the new fiscal arrangements covering the next five 
years beginning April 1, 1967. In view of these studies we were 
quite confident that the ultimate result would provide substantial 
additional fiscal benefits to all provinces. However, our hopes 
have since been temporarily shattered with the unofficial 
announcement that the formula to be presented for approval of the 
provinces completely disregards the basic principles of fiscal 
arrangements necessary to assure a full and equitable share in 
the development and the use of major fiscal resources, recognizing 
in the arrangements the responsibilities of the Government of 
Canada for those matters which concern us in our national identity. 

One of the prime necessities of federalism is national 
consideration of the contribution and needs of all partners in 
the union. In such a system the basic and indispensable minimum 
requirements of any division of revenue between the two levels of 
governments is one that will ensure that each level of government 
has sufficient funds at all times to carry out its responsi- 
bilities and provide a reasonable national level of provincial 
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services without an abnormal burden of taxation. This is the 
principle of paying an element of fiscal need subsidies to 
provinces with lesser tax potential than others. 

Regional economic disparities still exist in Canada 
in riches, resources, and needs, resulting in wide inequalities 
in the incomes and taxable capacities of the provinces, es- 
pecially with regard to the Province of Prince Edward Island. 

The costs of providing essential provincial and 
municipal services in a primary producing area such as ours are 
excessively high in relation to the revenue produced by any 
given level of taxation. 

The more we study the problem of fiscal arrangements 
and the results of the various types of formulae advanced to 
meet these inequalities and economic disparities the more we are 
convinced that no formula can properly compensate the Province 
of Prince HKdward, Isiand for tne idispari in natural resources, 
concentration of industry and distance from markets; and no 
formula of general application can give a realistic recognition 
Greene 1 sca. problems of our Province and our ability to meet 

e ever increasing demands for provincial services equivalen 
to standards required by modern society. Bvery Canadian expects 
and rightly so, regardless of where he lives, the same quality 
of service — in education, in highways and transportation, in 
health and welfare, in justice, and in all the well-established 
functions of government. 

We strongly feel that any fiscal plan between the 
federal and provincial governments should take into considera- 
tion: 

(a) the provincial economy, its past 
afid anticipated development; 

(b) the growth and development of govern- 
ment services and responsibilities; 

(c) the finances and fiscal requirements 
of the provinces; 

(d) the autonomy of the provinces; and 

(e) the financial and constitutional 
responsibilities of government. 

It is recognized that fiscal relations should be 
aimed towards unity and equality. We need only to remember 
that federal tax revenues are the result of the collective 
effort of all of, our people and. should be distributed win such 
a way as to equalize standards of services between provinces. 

If the position in Canada were such that. all provinces 
were equally endowed in incomes and resources then the allocation 
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of expenditures and revenues among governments would involve 
only questions of administrative convenience and local pre- 
ference. But, when this is not so, the necessity becomes one 
of using the national machinery of government to transfer 
sufficient funds from the wealthier to the poorer areas, thus 
enabling the latter to provide a reasonable burden of taxation. 

The manifest inability of a small agricultural economy 
possessing no taxable surplus to raise revenues with which to 
finance services on the same scale as the rest of Canada forces 
the Province of Prince Edward Island to seek fiscal need 
assistance. We are one of the provinces with tax raising poten- 
tials inadequate for our needs, and therefore require a sub- 
stantial increase in federal assistance over and above the 
amounts which we are now receiving, in order to greatly increase 
our local economy, improve our existing services, and raise our 
taxable capacity to a level which will eventually produce more 
revenue from provincial sources. 

We realize that great demands are being made upon the 
financial resources of all governments in Canada but in light 
of the disparity in natural resources and economic development 
in certain provinces the Government of Canada must retain a 
sufficient portion of the tax fields in Canada to enable it to 
discharge its direct constitutional responsibilities and to assist 
those provinces with low tax potential so as to enable them to 
furnish at least a national standard of services to the people 
residing within their provincial boundaries. 

As Mr. J. Harvey Perry, a former Director of the 
Canadian Tax Foundation said: 

"Tt is not the needs of either Ontario or 
Quebec that should govern the form of the 
transfer payments between provincial 
governments cecceceeeee The logic of federal 
finance in Canada now requires that we adopt 
a far more comprehensive kind of measurement 
than any hitherto used. Call such a measure- 
ment one based on fiscal need if the term 
appeals, but let it be understood that it 
would embrace far more than the yields of 
thesia in act! ua tOUn COS ie sletelalets catetee tata! 
In the same address he went on to say: 
"The special grants to the Atlantic Provinces 
are welcome, but again represent only a 
further instance of the ad hoc approach that 
has characterized this field from the beginning" 

It is an established fact that the first problem of 
federal—provincial financial arrangements should be to deal with 
the overall revenue-expenditure imbalance which follows from 
any given division of revenue sources and allocation of expendi- 
ture functions among the constituent governments, 
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After studying the various approaches that have been 
advanced we have come to the conclusion that the aforementioned 
principle is not only the most realistic approach to the problem 
but the only one that can be applied to the needs of the 
Province of Prince Kdward Island. 

It has also been established that a per capita grant 
which might be sufficient for one province might prove inadequate 
for another less wealthy province, or might on the other hand be 
excessive for a province which is more fortunately placed because 
of its geographical position, its greater natural resources, or 
its favoured position in the Canadian economy. The relative 
wealth and taxable capacity of each province must be considered 
when its financial relations with the Government of Canada are 
being studied. 

- Dr. John E. Graham of Dalhousie University in his book 
on "Fiscal Adjustment and Economic Development - A case Study of 
Nova Scotia" wrote: 

"The new policy for the period 1962-67 of relating 
equalization payments to average per capita revenues 
for all provinces is much Wess, in -accord with the 
principle of “fiscal equity for; even if this policy 
were extended to include all provincial and 
municipal sources of revenue, the fiscal pressures 
would be heavier in the poorer provinces because 
inferior services or heavier tax burdens, or a 
combination of both, would then be inevitable there”. 

The same Dr. Graham in a recent Canadian Tax Foundation 
booklet on "Fiscal Adjustment in a Federal Country" went so far 
as to say that the present Federal-Provincial Fiscal Arrangements 
combined with proposed "national adjustment payments" would not 
themselves assure equal fiscal treatment of similarly situated 
individuals in different provinces, even if the assumption of 
equal over-all costs were valid. 

It is not my intention to examine the weaknesses 
inherent in:the present scheme of fiscal arrangements for these 
weaknesses have been recognized by the provinces and by pro- 
minent writers on the subject of public finance. However, I 
should like to add that in our opinion they certainly did not 
achieve the objective for which they were created. 

We do admit, however, that although the Atlantic 
Provinces! Grants did compensate, in part, for their low fiscal 
capacity they certainly fall short of the actual fiscal needs 
of Prince Edward Island. 

The apparent inevitable increases in the amount of 
expenditure projections for the next five year period and the 
proportion of provincial income which will be needed to main- 
tain these services at its accelerating growth being provided 
through governmental bodies in Prince Edward Island will in 
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terms of fiscal necessity call for a substantial upward revision 
of the present unconditional payments from the Government of 
Canada. Call them what you may — "fiscal need payments", 
"fiscal adjustments", or a "compensatory grant”. 

The ability of our Province to establish and maintain 
acceptable standards of services depends for the most part upon: 

(a) the general level of income of the Province; 

(b) the willingness to spend an increasing 
proportion of that income to finance those 
expenditures; 

(c) the devices used to obtain revenues and the 

incidence of their collection among 
individuals within the Province; 

(d) the division of responsibility for revenue 
collection and expenditures between the 
Province and our local governments; and 

(e) the level of transfer payments into 
the provincial treasury from the 
Government of Canada. 

Our chief source of provincial funds in the past has 
been federal subsidies. The increased expenditure proposed for 
the future would appear to make it still necessary as the chief 
source, This is due to the fact that for some reason or 
reasons, on which economists agree, the industry of agriculture 
fails to be a good source of revenue. Hence, those areas or 
provinces dependent most largely on the industry of agriculture 
find it even harder to provide necessary public funds by 
taxation. For instance, in order to raise an extra $10. per 
person from the income tax field would require a 6% tax rate 
increase in Ontario, and 31% in Prince Edward Island. 

It would therefore appear that if Prince Edward Island 
is to discharge its respective responsibilities in a satis-— 
factory manner, it is essential that we have adequate financial 
resources. 

In closing my opening remarks I should like to add 
that we have certain other important services involving the 
spending of large sums of public monies but we feel these matters 
might be left until later in our discussions. We have no wish 
to be unreasonable, and we will give fair and full consideration 
to any constructive suggestions put forward at this meeting. 
However, we must insist on full recognition of the fiscal need 
of the Province of Prince Edward Island and are also determined, 
having regard to our own financial resources, to seek the means 
of improving the standard of living and the welfare of our own 
people. 



STATEMENT BY 

THE HONOURABLE W.ROSS THATCHER 

PREMIER 

of the 

PROVINCE OF SASKATCHEWAN 





Statement by 

THE HONOURABLE W. ROSS THATCHER 

Premier 

of the 

Province of Saskatchewan 

to the 

Federal-Provincial Tax Structure Committee 

Ottawa, Canada 

Wednesday, September 1h, 1966 

In approaching this conference, the Government of 
Saskatchewan will base its case on two major premises. 

(1) We believe that the Federal Government has a major respon- 
sibility for ensuring national economic growth. 

We agree that the Federal Government must have adequate 
financial resources to cope with economic recessions and unemploy- 
ment. 

Moreover, it must have sufficient funds to help equalize 
living standards among all Canadians. 

Ottawa can fulfil these responsibilities only if it is 
able to retain adequate taxing powers. 

We, therefore, concur with the Minister of Finance that 
all provinces must use restraint in making demands on the Federal 
treasury. 

(2) At the same time, we subscribed unconditionally to the 

principle of equalization payments. 

We believe that the richer provinces should help the 
poorer provinces to maintain minimum standards, in education, 
health, etc. 

Saskatchewan, over the years, has been designated as 
one of the poorer provinces, and rightly so. 

These payments have helped us in a material way to 
provide public services which are at least as good as those in 
other parts of Canada. 

Les 
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Under the old formula, Saskatchewan in 1967-68, would 

receive from the Federal Government, approximately $37 million, 
in the form of equalization payments. 

This would be about 1h per cent of the current year's 
total budgetary revenues. 

To indicate the Seriousness of such a& 2oss, may il say 
that to replace such revenues, the equivalent of 

(a) An increase of 100 per cent in Saskatchewan's 
individual income tax would be required ——— 

at a time when Saskatchewan and Manitoba are 

already cO per cent higher than other provinces —- 

or 

(bo) An additional property tax of el, mills would have to 
be levied, at a time when property taxes in Saskatche- 
wan are already the second highest in the nation —— 

(OG 

(c) An increase in the sales tax rate from per cent to 
7 per cent would be needed, when our neighbouring 
provinces do not even impose a sales tax. 

It is not difficult to realize our Government's conGerm 
when it was learned that Saskatchewan suddenly might lose all, or 
a portion of these grants. 

The consequences of a major loss could be extremely 
serious. Our province would have no choice but to substantially 
increase taxes (which are already out of line with most other 
provinces), eliminate basic programs, or embark on deficit 
trnadneing: 

Tax Indicator Method Unacceptable 

Thus, I must categorically state that the proposal to 
equalize all provincial revenues to the national average, using 
the “tax indicator" method, would be completely unacceptable to 
our Government. 

surely, “Lt°is unrealistic to» proposesazformula, which 
will result in only one province receiving less than under the 
current formula. 
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Present Prosperity 

Our Government does not deny that the economic picture 
in Saskatchewan has greatly improved in the past several years. 

Today our people are enjoying the fruits of a series 
of bumper crops ——- and unprecedented new resource and 

industrial development. 

However, this development is so recent that we require 
a further period of adjustment to achieve a balanced, 
diversified, and growing economy. 

Saskatchewan's prosperity still continues to be 
basically tied to agriculture. 

This means, of course, thas provincial revenues are 

subject to the vagaries of weather, and can fluctuate in a major 
way. 

History indicates that drought cycles are inevitable in 
caskatchewan. 

Surely, then any new formula should take this fact into 
account. 

It should provide protection to the province, which 
would immediately come into effect in drought years, without a 
time lag. 

Potash 

One hears today much about our vast potash fields. 

Without doubt, in the years ahead, these mines will be 
a tremendous asset to our province and nation. 

But, over the next several years, only three will be 
in operation. 

This year, royalty revenues from potash will bring less 
than $2 million to our Government. 

By 1971, the figure will approach only $9 million. 

OiL 

We hesitate to budget over the next five year period on 
the basis of a continuation of the current extremely high oil 
exploration activity in Saskatchewan. 
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Revenues from bonus bids on sale of Crown oil lands 
have been unpredictable, fluctuating between $l) million and 
$13 million in the last five year period. 

Saskatchewan today is like a man who has worked for 
years on starvation wages -- and who then received a couple of 
good pay cheques. 

Our position is better, but still leaves much to be 
desired. 

To improve our province's competitive position and add 
to the growth of the Canadian economy, it is essential that the 
tax burden of the Saskatchewan people, and the services they 
receive, are comparable with other provinces. 

Normal Expenditures 

Our Government, of course, faces the same burgeoning 
expenditures in normal fields, which are being experienced in 
all provinces. 

As one example, our share of university costs 
which We Pre---- 99-9 -- 99 9 eee $ 5-1/2 million 
five years ago, are in 1966---------------------- $23-1/2 million 
and are still rising rapidly. 

Our hospitalization costs are going up almost 
inexorably 10 per cent per year. 

But, in addition, we have certain unique or special 
expenditures. 

Special Expenditures 

Medicare 

(1) Saskatchewan is the only province which has a medicare 
scheme. 

This year, total costs of the program will 
approximate------------------------------------- $24 million. 

Every indication is that these costs will continue 
to rise steadily. 

Almost a year ago the Federal Government indicated 
that next July, Ottawa would begin paying approximately one-half 
of these costs. 



ale) 

The fact that the Federal authorities now plan not to 
proceed, will deprive our Government of $13 or $1 million 
annually. We had been assured by Ottawa that such assistance 
would be available in 1967. 

Highways 

(2) All provinces, of course, face major highway expenditures. 

Saskatchewan is experiencing greater pressures than 
most. We have considerably more highway mileage than Alberta 
and Manitoba combined. 

Our province has thousands of miles of highway which 
are of substandard quality, and simply not tolerable in a modern 
society. 

A recent survey, conducted by the Department of 
Highways, reveals that Saskatchewan will have to spend a 
staggering----------------------------------------- $600 million 
over the next decade. 

Irrigation 

(3) Saskatchewan is faced with major expenditures for irrigation 
purposes. 

As only one example, previous Governments embarked on 

plans to build the South Saskatchewan Dam and irrigate hundreds 
of thousands of acres in the immediate area. 

We have virtually no choice but to proceed. 

We have committed $50 million to finance a major 
program to provide a more adequate supply of water to industry, 
and to bring thousands of acres of farm land under irrigation. 

Crop Insurance 

(4) Saskatchewan is rapidly increasing its participation in a 
Federal-Provincial Crop Insurance Program. 

This legislation should prove of immense help to our 
farmers in alleviating the consequences of widespread drought. 

However, if all farmers particpate and a major drought 
year should occur, our government would be liable to pay benefits 
TBS Re Ste Tal Ng ala iP tg dt alc dei eal ll lin ah ml $15 million 
in a single year. 

For these and other reasons, our Government submits 

that equalization payments to Saskatchewan should not be 

discontinued or materially reduced at this time. 
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Before major changes in the formula are introduced, we 
believe the provinces should have the opportunity of examining 
the recommendations of the Carter Commission — (since the 

total tax structure could be substantially altered). 

Therefore, our Government strongly recommends that the 
existing agreements be continued for another year, pending 
further scrutiny of the new proposals. 

If Ottawa cannot agree to such a postponement, 
Saskatchewan certainly feels that all provinces should receive 
the same option available to the Maritime provinces, namely ——— 

(1) of retaining the current arrangements for a further 
five years; 

OL 

(2) accepting the new formula. 

Alternative 

On the question of a new formula, we have a specific 
alternative to put before this conference. 

We propose that revenues from the province's share of 
the standard taxes should be equalized to the top province. 

Since the taxes imposed are applied equally to all 
Canadians, regardless of the province in which they live —- it 
seems reasonable that the Federal Government should ailocate 
these taxes so that each Canadian receives an equal amount. 

To equalize the revenues of the standard taxes to any- 
thing less than the top province is only to force the poorer 
provinces to tax more heavily — to provide the same level of 
public services as the more wealthy. 

I remind the Minister of Finance that this proposal 
was announced by the Federal Liberal Party, during the 1963 
election:-— 

"A new Liberal Government will make 
equalization payments which will 
bring the other provinces up to the 
level of the richest in revenue per 
head from shared taxes." 

We would hope that this pledge will be honoured in the 
new agreements. 
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As for the other provincial revenues, we would agree 
with the principle that each province should have the financial 
resources —- to provide a level of government services, at 
least equal to the national average. 

Equalization of all other provincial revenues to the 
national average would achieve this end. 

Saskatchewan advocates using the "total income" 
approach, to calculate this part of the equalization payment. 

Such a proposal would obviously result in total equali- 
zation payments in excess of the Federal Government's original 
proposal. 

We would suggest that some fraction —-— perhaps 75 per 
cent —-— could be applied to the equalization payments on all 
other provincial revenue sources. 

Tax Sharing 

We firmly believe that the Federal Government should 
retain sufficient fiscal leverage, to enable it to stimulate and 
stabilize the economy. 

Therefore, Saskatchewan will not press for a greater 
share of personal income taxes than that which we Have now, if 
the same level of equalization payments continues to be made. 

Should these grants be discontinued, however, or 
reduced in a major way, Saskatchewan would have no alternative 
but to ask for a larger share of individual or corporate income 
tax. 

Shared-Cost Program 

Saskatchewan does not favour the proposed change in the 
form of Federal compensation in respect of hospital insurance, 
Canada Assistance Plan and national health grants. 

We are concerned that withdrawal of the personal income 
tax by another 17 points, will impair the Federal Government's 
ability to use the income tax as an effective fiscal device. 

Saskatchewan is concerned that the proposed formula 
does not provide stabilization, in case of a sharp drop in 
personal income. 

We favour as an alternative the use of "block" grants. 
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These would be escalated or tied to some elastic tax 

base such as personal income tax. 

There might tbe a guaranteed annual growth rate, equal 
to the average rate of -growth in the program costs. 

Conclusion 

In short, Saskatchewan will not willingly accept new 
proposals, which result in less equalization payments than we 
are currently receiving. 

The economic facts may prove that Saskatchewan cannot 
expect to receive the same growth in equalization payments as in 
the past. This, we may be obliged to accept. 

However, to repeat, if we are not given the usual 
annual increase in equalization payments, Saskatchewan will 
require a greater share of individual income tax, and additional 
federal sharing of existing provincial programs. 

Only by such assured revenue, can we finance the 
increased demands for education, highways, health and other 
essential services. 
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Statement by 

THE HONOURABLE E.C. MANNING 

Premier 

of the 

Province of Alberta 

to the 

Federal-Provincial Tax Structure Committee 

Ottawa, Canada 

Wednesday, September 1h, 1966 

The Government of Alberta has given serious considera- 
tion to the many important factors involved in the consummation 
of a new tax-sharing agreement between the provinces and the 
Government of Canada. As a result of these analyses, Alberta 
desires to submit the following observations and recommendations. 

l. The present tax agreement with limited interim adjustments 
should be extended until December 31, 1967, for the following 
reasons: 

(a) 

(c) 

Having regard to the many complicated factors involved 
and the wide range of conflicting interests and view- 
points which must be reconciled, it is not possible to 
conclude a sound and satisfactory new long-term tax 
agreement by December 31, 1966. 

It is most important that all the Governments concerned 
have the benefit of the Carter Commission's findings and 
recommendations before a new long-term tax agreement is 
consummated. Adequate time will be required to analyze 
the Commission's findings and develop federal and 
provincial recommendations based on such analyses. 

The present serious inflationary pressures and other 
factors relating to population growth, technological 
progress and changing social patterns are producing an 
unstable and rapidly changing set of circumstances in 
which it is impossible to predict with accuracy the 
financial needs of Canadian Governments and the extent 
and nature of the fiscal adjustments which will be 
necessary to meet those needs during the next five years. 
Under such circumstances, responsible governments cannot, 
with propriety, enter into a long-term tax agreement 
which could within two or three years prove totally 
inadequate and seriously circumscribe their financial 

eo 
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ability to discharge their constitutional obligations and 
responsibilities. During the recommended year's exten- 
sion of the existing tax agreement, a concerted effort 
must be made by all levels of government to stabilize 
national cost trends and minimize the unpredictable 
elements presently apparent in all attempts to forecast 
financial circumstances and needs. 

While the major responsibility for effective curbs 
on inflationary pressures rests with the Federal Govern- 
ment, which possesses the broad powers of fiscal and 
monetary policy necessary to control inflation, Provin- 
cial and Municipal Governments have a responsibility to 
co-operate fully in making effective any practical anti- 
inflationary measures which are found to be necessary in 
the national interest. 

Equalization Formula. 

The Government of Alberta subscribes to and supports 
the proposition that equalization is an essential feature of 
a satisfactory Federal-Provincial Tax Agreement. We must 
insist, however, that the equalization formula remain an 
integral part of such an agreement and not be subject to 
alteration independent of the re-negotiation of a new agree- 
ment . 

The tentative proposals for a new equalization 
formula, which have been made to the Continuing Committee, are 
unacceptable to the Province of Alberta and under no circum- 
stances could we agree to such a formula being adopted 
independently of the re-negotiation of a new over-all tax 
agreement. 

While Alberta obtains no benefit from the present 
equalization formula, the new proposals would seriously 
further aggravate the present discrimination by very substan- 
tially increasing equalization payments to certain provinces 
with a consequent increase in the tax burden on the citizens 
and business enterprises of those provinces which receive no 
equalization payments. 

This would produce a major shift in the incidence 
of taxation which must not be precipitated independent of an 
over-all re-appraisal of the fiscal position of all govern- 
ments as a prerequisite to an equitable new long-term tax 
agreement. 
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Interim Adjustments. 

During the term of the present tax agreement, 
adjustments have been made by the Federal Government to 
increase the portion of personal income tax and corporation 
income tax available to Provincial Governments to meet the 
rapidly rising cost factor attached to the discharge of their 
constitutional responsibilities. This practice should be 
continued for the additional year it is proposed should be 
added to the term of the present agreement. The extent of 
such interim adjustments for the taxation year 1967 should be 
the subject of discussion at this conference in the light of 
the rapidly increasing financial responsibilities faced by 
the Federal and the Provincial Governments. 

Additional Recommendations. 

(a) Statutory subsidies should be continued on the present 
basis. 

(bo) For the extended life of the present agreement, adjust- 
ment grants to the Atlantic Provinces should be continued 
at the rates already established. 

(c) The present estates' tax should be abolished as a 
Federal-Provincial shared tax with each government 
retaining the right to levy succession duties or an 
estate tax for its own purposes. 

Priorities. 

Having regard to the rapidly rising expenditures 
faced by all levels of government and the onerous and steadily 
increasing burden such expenditures place on the Canadian 
taxpayers and the national economy, it is imperative that 
proposed new or further expansions of existing services be 
scrutinized most carefully and approved only if the measures 
proposed will increase productivity or are necessary to meet 
legitimate human needs. 

To this end, it is necessary that a definite order 
of priorities be established for all projects and programs 
requiring substantial additional public expenditures. This 
is an essential step, long overdue, but which must now be 
taken without further delay to enable all levels of government 
to plan intelligently for the future and safeguard the 
Canadian people and the Canadian economy against the otherwise 
very real danger of a serious national financial crisis. 
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The establishment of a definite order of priorities 
is a necessary initial step in the negotiation of any satis- 
factory long-term Federal-Provincial Tax Agreement. 

Initiation of new programs and projects involving provincial 

administrative and financial responsibility. 

Closely related to the establishment of a definite 
order of priorities is the matter of federal initiation of 
government programs and projects which involve provincial 
administrative and financial responsibility. Too frequently, 
new, costly social welfare programs and other shared-cost 
projects have been developed by Federal Government departments 
with little or no prior consultation with the Provinces, not- 
withstanding the fact that such programs are primarily in the 
field of provinclal constitutional jurisdiction, 

Only after such programs are advanced to the stage 
where their implementation requires provincial participation 
are the provinces brought into the picture and placed in the 
untenable position of having to adopt, on federal terms, 
programs requiring large provincial expenditures and often 
unsatisfactory from the provinces' point of view. 

The right to reject such shared-cost programs is 
theoretical rather than real in that rejection in most cases 
means only that the people of the dissenting province receive 
no benefits from the program but, as federal taxpayers, are 
foreed to help bear the federal share of the cost in those 
provinces which do participate. 

In addition to the fundamental unfairness of this 
procedure, the most objectionable aspect is the usurping by 
the Federal Government of the Provinces' constitutional right 
and authority to make their own policy decisions with respect 
to public services and programs which fall within their sphere 
of jurisdiction and for which they must assume financial 
responsibility in whole or in part. 

No Provincial Government can plan effectively to 
meet its projected financial responsibilities if the Federal 
Government is permitted to usurp the Province's right to 
make its own policy decisions as to the expansion of existing 
services or the implementation of new services and the order 
of priority governing such expansion or implementation. 

This has become a matter of major importance in the 
light of the rapidly increasing demands on the Provinces' 
limited financial resources. The Government of Alberta, , 
therefore, maintains that it is of the utmost importance that 
there be no further Federal initiation or expansion of 
programs or projects involving provincial administrative and 
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financtal responsibility without prior consultation with the 
Provinces and mutual concurrence as to the necessity for, 
and the timing and nature of, the programs or projects pro- 
posed. 

Suggestions with respect to a more equitable new 

long-term agreement. 

Che Government of Alberta is convinced that the 
ultimate adoption of a satisfactory long-term Federal-Provin- 
cial ‘'ax Agreement requires a new approach to the objectives 
such an agreement is intended to accomplish. Briefly stated 
these objectives are twofold: 

(a) To ensure each government revenues adequate to enable it 

to discharge its constitutional responsibilities with 
freedom to order its own affairs within its own juris- 
diction. 

(bo) To achieve this goal without any government being forced 
to impose a financial burden on its people substantially 
in excess of that borne by other Canadian citizens. It 
is for this reason that an equalization factor is an 

essential feature of a tax agreement designed to accom- 
plish these objectives. 

The present and previous tax agreements have sought 

to achieve these aims by dividing between the Federal and 
Provincial Governments sources of revenue which in the 
aggregate have proven insufficient to attain the results 
desired. This is a fundamental weakness of the present agree- 
ment. 

The equalization formula presently employed seeks to 
achieve a measure of equalization by making payments to those 
Provinces whose per capita revenue from designated sources is 
less than the average of the two highest Provinces. This 
formula involves revenue sources and factors which differ 
widely between Provinces and results in unwarranted discrimin- 
ation against Provinces which as a matter of policy have 
retained the ownership of their natural resources or which 
have most successfully encouraged industrial and commercial 
development. 

A more satisfactory and equitable arrangement would 
result if two fundamental changes were introduced. 

(a) The sources of tax revenue for distribution under a 
Federal-Provincial Tax Agreement should be segregated 
from all other Federal or Provincial revenue sources and 
the amount of the tax levies in these designated fields 
should be a joint Federal-Provincial responsibility. 
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(b) Equalization should be accomplished by relating the 
equalization factor to expenditures for certain basic 
public services rather than to per capita revenue 
receipts in relation to the average of the two highest 
revenue Provinces. 

To this end, the following proposals are submitted 
for consideration: 

(a) <A Federal-Provincial Basic Revenue: Fund should be estab- 
lished and financed by all revenue accruing from: 

1. A Federal-Provincial personal income tax 

2. A Federal-Provincial corporation income tax 

3. A Federal-Provincial retail turnover tax 

(bo) This fund should be administered by a Federal-Provincial 
Tax Commission. 

(c) The rates of taxation in the three designated fields 
should be determined by consultation and mutual agree- 
ment between the Federal and Provincial Governments. 
This same procedure would apply also to rate adjustments 
from time to time in any or all of the three joint tax 
fields. The Federal Government or any Province should 
retain the right to impose an additional tax in any or 
all of the designated fields as its own responsibility. 
The joint Federal-Provincial taxes should te collected 
by the Federal Government to avoid multiplicity of 
collection agencies. 

(ad) Distribtion from the Federal-Provincial Basic Revenue 
Fund to the provinces should be on the basis of a per 
capita amount for each of the following three basic 
public services and should be related to the national 
average per capita cost of each service. 

(1) Education. 

(2) Public Health. 

(3) Public Welfare. 

The balance would be transferred to the Federal 
Consolidated Revenue Fund. The aggregate amount the 
Federal Government required from the basic revenue fund 
added to the aggregate amount necessary to meet the per 
capita payments to the provinces would determine the 
total revenue to be apportioned among the three sources 
and the apportionment would determine the tax rate 
field. 
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Equalization would be effected under this procedure in 
two ways: 

(1) Private citizens and business corporations in the 
higher income provinces would pay a proportionately 
higher amount of the total revenue accruing to the 
Basic Revenue Fund from the three designated 
Federal-Provincial tax fields. 

(2) The fund would guarantee the governments of the 
lower income provinces a source of revenue adequate 
to provide the same basic standard of education, 
health and welfare services as the higher income 
provinces. 

By employing this method to finance the three major 
public services, each province would be left free to 
develop the type of education, health and welfare pro- 
grams most suitable to meet the needs and desires of 
its people. Consultation and co-operation between the 
provinces could achieve uniformity in those areas where 
uniformity is desired and ensure all Canadians access 
to a high standard of service in these important fields 
wherever they might choose to reside in Canada. 

The adoption of these proposals would make possible the 
discontinuance of shared-cost agreements and permit each 
Provincial Government to use the basic revenue grant to 
support any program or programs adopted and maintained 
by the province in accordance with its constitutional 
powers and responsibilities. 

These proposals are not presented as concrete 
recommendations as this time. They are submitted for the 
purpose of inviting discussion and consideration of what we 
believe to be a more practical and constructive approach to 
the factors involved in the negotiation of a satisfactory 
long-term Federal-Provincial Tax Agreement. 
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Ottawa, September 15, 1966. 

COMMUN IQUE 

Tax Structure Committee 

The fourth meeting of the Tax Structure Committee 
adjourned late Thursday, September 15th, 1966, after three 
sessions. The Committee discussed the various approaches to 
federal—provincial fiscal relations outlined to the Committee by 
the Federal and Provincial Governments in the light of the broad 
principles which the various governments thought should govern 
federal—provincial relations generally. The Committee also 
considered in detail proposals concerning the use of tax fields 
by the Federal and Provincial Governments, shared—cost programs, 
and Federal and Provincial Governments, shared-cost programs, 
and federal equalization payments to the provinces having lower 
tax capacity. 

The Committee discussed the current economic situation 
and its bearing upon federal—provincial fiscal arrangements. The 
representatives of British Columbia were not present for this 
discussion. Those present agreed that the policies of all 
governments over the next few months should be directed to 
restraining the inflationary tendencies now prevailing in Canada, 
taking into account that in certain areas the pressures are less 
than elsewhere and may not require as much restraint there. They 
recognized that while fiscal policies this year would be adapted 
to the current economic situation, the federal—provincial fiscal 
arrangements being planned need not be altered because of the 
immediate economic situation. 

The Committee agreed to meet again in a few weeks, 
probably in mid-October, prior to reporting to the Federal—Provin- 
cial Conference on the matters referred to it by the Conference, 
It was also agreed that the Continuing Committee on Fiscal and 
Kconomic Matters, made up of officials of the Federal and Provin- 
cial Governments, would meet in the interval to consider tech- 
nical aspects of the proposals made by the various governments 
relating to the use of tax fields and other matters. 
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